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Executive Summary

Kevin Kem? is the Manager of Manufacturing Engineeririat
Casa Grande Manu 8¢¢uI-m8 lent. He is responsible for all utilities come into the plant,
also looks for methods to ice costs and environmental Impacts.

for Abbott Laboratories'
and

Mr.
Company

plant manufactures a vane
mainly in the western Unite States.

Kemp testifies that Abbott is one of the largest industrial customers in Arizona Water
's Pinal Valley system. The Abbott Nutrition division operates a manufacturing plant

that employs approximately 500 employees and is located on the west side of Casa Grande. The
' of in ant formula and adult nutritional products for distribution

non-potable connection.
inch connection from
water is supplied to the plant through a dedicated 7-mile plpellne that was constructed by Abbott
and contributed to Arizona Water company.

Abbott has three separate service connections - two potable connections and one six-inch
Abbott receives chlorinated non-potable groundwater through the six-

one of three Arizona Water Company-owned wells. The non-potable

treats the non-potable water entering th ant in Abbott's own reverse osmosis treatment plant.
Abbott does amer pre-treat the non-potable supp y for
arsenic or nitrates,

Because Abbott manufactures products that must meet stringent quality_standards, Abbott

not require that Arizona Company
andunderstands that Arizona Water company does not do so.

In 2013, Abbott purchased 324 million gallons of water from Arizona Water Company.
In 2014, Abbott purchased 331 million gallons of water. In 2015, Abbott purchased 371 million
gallons of water.

charges.
per

has ongoing cost incentives to reduce the amount of water it must purchase.
gallon of water Abbott purchases must be treated, so a reduction of the volume of water going

Reduction of water intake into the plant also reduces the volume of wastewater that must be

Abbott receives most of its water service through the.six-inch non-potable meter, and
under Arizona Water Compare's Penal Valley' tariff for a s1x-inch meter is currently charged a
monthly commodity rate of 1.55 100 gallons, in addition to other tariffed fees and

. Abbott has significant financial and environmental incentives to reduce the amount of
water it purchases and uses. First, because water is a significant product production cost, Abbott

In addition, every

through the treatment processes will reduce treatment, operation and maintenance expenses.

treated.

Second, Abbott has identified responsible water use as one of its strategic environmental
priorities. Abbott's current corporate god is a 30% reduction of water use by 2020, using
Abbott's 2010 water usage as a baseline, indexed to sales.

The Arizona Corporation Commission should not impose further price incentives in
Abbott's rates to reduce industrial water use. Arizona Water Cost of
Service Study indicates industrial users in the Pinal Valley system under the
Company's proposed rates to pay substantially more than the cost of providing water service to
that class of customers. That extra cost alone encourages water conservation.

Companly's updated
wall continue
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Q. Please state your name, business address, and telephone number.

My name is Kevin Kemp. My business address is 1250 West Maricopa Highway, Casa

Grande, Arizona 85193. My telephone number is (520)421-6600.

In what capacity and by whom are you employed?

I am employed by Abbott Laboratories ("Abbott") as the Manager of Manufacturing

Engineering for Abbott's Casa Grande manufacturing plant.

Please describe your primary responsibilities for Abbott.

Among other things, I am responsible for all utilities that come into the plant. I ensure

that utilities are delivered to all operations in a timely and cost efficient manner. My

other key responsibility is to proactively look for methods to reduce overall utility

consumption to reduce costs and environmental impacts.

Please describe your professional experience and education.

I have worked for Abbott since April 2015. Before that, I worked for Arizona Public

Service Company as Manager of Operations (Transmission Operations). I  ho ld a

Bachelor of Science in Electrical Engineering, and a Master of Business Administration

(MBA)-

Have you previously testified before this Commission?

No, I have only updated the Commissioners on issues concerning APS Solar, Srnartgrid,

and related rate issues.

Purpose of Testimony

What is the purpose of your testimony in this case?

Q.

6 A.
7

8 Q_

9 !  A .

10 :

12

13. Q,

14 1 A .

15 |

16

17 I

18 Q,

19 A.
20 `

2l= H.

221 Q,

23 A.

24 I

25

26

27

28

Abbott is one of the largest industrial customers in Arizona Water Company's Pinal

Valley system. The purpose of my testimony is to describe the services provided to

Abbott by Arizona Water Company, the facilities used to provide those services, and

Abbott's role in treating water prior to use in its manufacturing facility. I wi l l  also

describe Abbott's water conservation programs.

w-01445A-15-0277
Direct Testimony of Kevin Kemp
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1 111.

Q-

Water Facilities

Please briefly describe Abbott's Casa Grande business.

3 A. The Abbott Nutrition division of Abbott operates a manufacturing plant located on the

west side of Casa Grande, Arizona within Arizona Water Company's Certificate of

Convenience and Necessity in sections 13 and 24, Township 6 South, Range 5 East,

GSRB&M. The plant manufactures a variety of infant formula and adult nutritional

products for distribution mainly in the western United States.

sQ_
9 A.

Please describe the water facilities that supply the plant.

In addition to a one~inch service connection and a 6-inch alternate service connection that

provide potable water to plant facilities, Abbott receives chlorinated non-potable

groundwater through a six-inch meter from one of three Arizona Water Company-owned

wells. Water is supplied to the plant through a dedicated 7-mile pipeline that was

constructed by Abbott and contributed to Arizona Water Company.

14 Q,

15 A.

Does Arizona Water Company provide any treatment services to Abbott?

I understand that Arizona Water Company chlorinates the non-potable water before it is

supplied to Abbott, but I do not believe that Arizona Water Company provides any other

treatment for the water that Hows through the six-inch meter. Because Abbott

manufactures products that must meet stringent quality standards, Abbott treats the non-

potable water entering the plant in Abbott's own reverse osmosis treatment plant.

Abbott's reverse osmosis treatment plant provides treatment to ensure water used in the

plant meets applicable water quality standards, and includes arsenic, nitrate, and fluoride

removal. Abbott does not require that Arizona Water Company pre-treat the non-potable

water supply, and understands that Arizona Water Company does not do so. The Arizona

Department of Environmental Quality considers Abbott's water treatment plant the "point

of entry" to Arizona Water Company's system, and the water is tested for compliance

with water quality standards just alter the water has passed through Abbott's water

treatment plant.

I

W-01445A-15-0277
Direct Testimony of Kevin Kemp
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1 Q- Is Abbott currently paying a rate for the six-inch meter that includes the cost of

arsenic removal?

Yes.3 A.

4

5

6 A.

Iv.

Q-

Water Use

For what purposes is water used at the plant?
i
I Water is used for a variety of purposes. Water becomes part of some finished products,

and is an integral part of some of the manufacturing processes. Water is also used to

clean manufacturing equipment, and for the production of steam and in cooling towers.

How many employees work at the Casa Grande plant?

The plant employs approximately 500 employees.

What are the plant's hours of operation?

The plant operates 24 hours, 7 days per week, 365 days per year.

Does Arizona Water Company currently provide all of the plant's water supply?

9 Q.
10 A.

11 Q.

12 A.

13 Q.

14 A.

Q.
Yes.

How much water did the plant purchase from Arizona Water Company in 2013,

2014, and 2015?

17 A. In 2013, Abbott purchased 324 million gallons of water from Arizona Water Company.

In 2014, Abbott purchased approximately 331 million gallons of water. In 20]5, Abbott

has purchased 37 l million gallons of water.

Q- Under what rate structure is Abbott currently charged?

Abbott receives most of its water service through the six-inch meter (a relatively minor

amount of potable water is purchased through a one-inch meter, with a redundant 6-inch

meter that can provide Abbott with water service during emergency repairs), and under

Arizona Water Company's Penal Valley tariff for a six-inch meter is currently charged a

monthly commodity rate of $1.55 per 1000 gallons, in addition to other tariffed fees and

charges. This water rate is a significant operational cost.

20

21 A.

w-01445A-15-0277
Direct Testimony of Kevin Kemp
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1 v.

2 . Q.

3 A.

!
!
I

3 Water Conservation

Does Abbott currently have incentives to reduce its water use?

Absolutely. Abbott has significant financial and environmental incentives to reduce the

amount of water it purchases and uses. First, because water is a significant product

production cost, Abbott has ongoing cost incentives to reduce the amount ofwater it must

purchase. In addition, every gallon of water Abbott purchases must be treated, so a

reduction of the volume of water going through the treatment processes will reduce

treatment, operation and maintenance expenses. Reduction of water intake into the plant

also reduces the volume of wastewater that must be treated.

Second, Abbott has identified responsible water use as one of its strategic

environmental priorities. Abbott's current corporate goal is a 30% reduction of water use

by 2020, using Abbott's 2010 water usage as a baseline, indexed to sales. Abbott

identified the Casa Grande plant as one of its high priority sites in its global operations

based on a review of water supply stress. Abbott's corporate initiatives have focused and

continue to focus resources and efforts toward reductions in water use. These efforts

include Abbott's partnership with the University of Arizona and Project WET to promote

water conservation, not only within Abbott's facil ity, but within the community,

including Arizona Water Festivals, the School Water Audit Program, Water Wednesdays,

and more. Abbott is the founding sponsor of the Pinar County Community Program. The

following charts demonstrate that the Casa Grande plant has already achieved significant

water reductions through ongoing water conservation efforts and is actively working to

meet the updated aggressive corporate goals.

w-01445A-15-0277
Direct Testimony of Kevin Kemp
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Normalized CasaGrande Water Usage 2011-2015
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Q- How much does Abbott spend on initial water treatment at the plant inlet?

A. The 2015 annual operation and maintenance cost for the Abbott reverse osmosis

treatment system, not including capital costs, was $6.44 per thousand gallons. This cost

includes the power to generate and treat the water. This cost is paid by Abbott in addition

to the water rates that Abbott pays to Arizona Water Company.

Q. Should the Arizona Corporation Commission impose further price incentives in

Arizona Water Company's new rates to reduce industrial water use?

A. No. The small number of large industrial users in Arizona Water Company's Pinal

Valley system already have significant price incentives to reduce water use. It is not

necessary for the Commission to adopt tiered rates or any other price incentives to

encourage further conservation by industrial users. As will be described in the testimony

of Abbott's rate expert, Dan Neidlinger, Arizona Water Company's updated Cost of

Service Study indicates Abbott will continue under the Company's proposed rates to pay
W-01445A-15-0277

Direct Testimony of Kevin Kemp
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substantially more than the cost of providing water service to that class of customers.

That extra cost alone encourages water conservation.

Additionally, to my knowledge, major industrial users in the system have been

investing in programs and equipment to make their operations more water efficient in

order to reduce water use for all the reasons Abbott has done so. Additional price

incentives would simply raise production costs to the detriment of Abbott product

consumers.

8= vi .

9 Q,

CAP Water Use Plan and Surcharge Proposal

Arizona Water Company is proposing a Central Arizona Project ("CAP") water use

plan to recharge its CAP water allocation in its Pinal Valley service Rea. Does

Abbott have a position regarding the prudence of Arizona Water Company's plan

for CAP water use?

13 A.
I

Abbott generally supports the plan to bring CAP water to the Pinal Valley service area

for the benefit of customers. Arizona Water Company's plan for recharge in the general

area seems like a good idea because it promotes the sustainability of the area's water

supply, and avoids the larger up-front costs of constructing a direct delivery system with

a new potable water treatment plant. Abbott will, of course, reserve its right to disagree

with any particular charge if the charge is not prudent or reasonable.

Q- Do you have any concerns about Arizona Water Company's CAP water use plan?

The only concern I have generally is whether the recharged CAP water will be available

to customers when needed given that the plan is to recharge the water miles away and

there are other competing users of groundwater in the area, such as farms. At  a

minimum, Arizona Water Company should be required to hold the long term storage

credits resulting from the planned recharge solely for the benefit of Pinal Valley

customers.

26 Q,

27~ A.

Does this conclude your direct testimony in this ease?

Yes.

W-01445A-l5-0-77
Direct Testimony of Kevin Kemp
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I. BACKGROUND

Q1. PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION.

4

5

Al. My name is Dan L. Neidlinger. My business address is 3020 North 17'h Drive, Phoenix, Arizona.

I am President et Neidlinger & Associates, Ltd., a consulting firm specializing in utility rate economics.

Q2. PLEASE DESCRIBE YOUR PROFESSIONAL QUALIFICATIONS AND EXPERIENCE.

A2. A summary of my professional qualifications and experience is included in the attached Statement

of Qualifications. In addition to providing testimony before die Arizona Corporation Commission

("ACC" or "Commission"), I have presented expert testimony before regWatory commissions and

agencies in Alaska, California, Colorado, Guam, Idaho, New Mexico, Nevada, Texas, Utah, Wyoming

and the Province of Alberta, Canada.

QS. ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING?

14

15

16

17

18

19

20

I
!

AS. I am appearing on behalf of Abbott Laboratories ("Abbott") located in Casa Grande, Arizona.

Abbott receives most of its water service from Arizona Water Company's ("AWC" or "Company")

Pinal Valley System under AWC's 6" Industrial Rate Schedule. A detailed description of Abbott's

operations, its water treatment system and its water conservation program is provided in the direct

testimony of Mr. Kevin Kemp, Manager of Manufacturing Engineering for the Casa Grande plant.

Abbott is AWC's largest customer and one of the largest water customers of any investor owned water

utility in Arizona.

Q4. DID YOU PRESENT TESTIMONY ON BEHALF OF ABBOTT ON COST OF SERVICE

AND RATE DESIGN ISSUES IN ONE OF THE COMPANY'S PREVIOUS RATE CASES, ACC

DOCKET 08-0440?

A4. Yes, I did. I also provided consulting assistance to Abbott on cost of service and rate design issues

in its most recent case, ACC Docket No. 10-0517.

Dirac! Testimony of Dan L. Neidlinger
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1 Qs. WHY HAS THE COMPANY FILED FOR INCREASED RATES AT THIS TIME?

A5. As summarized on the attached Exhibit DLN-I, the Company's return on rate base for the Western

Group has declined from the 8.44% finding in Docket No. 10-0517 to 3.50% for the test year ended

December 31, 2014. This decline is primarily attributable to a 48% decrease in operating income and a

27% increase in rate base.

Q6. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

8

9

10

11

12

13

A6. My testimony addresses the results of the cost of service study ("COSS") prepared by the

Company for the Pinar Valley System and the Company's related rate design and class revenue

recommendations. More specifically, I will discuss the Company's costing and pricing of the 6" meter

rate for Abbott served under the Large Industrial Class. I will also provide rate design recommendations

and comment on the Nitrate and CAP surcharges proposed by the Company. I did not perform a revenue

requirements study and accordingly have no opinion on this issue.

II. COST OF SERVICE

Q7. WAS THE COMPANY REQUIRED, PURSUANT TO ACC RULE R14-2-103, TO FILE A

COSS FOR EACH OF ITS OPERATING SYSTEMS?

A7. Yes. All large utilities, including AWC, are required to file a COSS supporting their rate design

proposals for each class of customer. When Rulel4-2-103 was adopted in the 1970s, the Commission

recognized the need for such studies in setting fair and equitable rates. Although the Rule has been

amended from time to time since its initial adoption, the COSS series of schedules remain today an

important component of any rate filing package for all large utilities, including water utilities.

23

A8. In a regulated environment, cost of service is the single-most important criterion in the

development of revenues by customer class and the development of rates that will produce those

revenues. If rates are not cost-based, the inevitable results are subsidies among classes of customers and

customers within a class. Although other factors, such a continuity, simplicity and stability, are valid

Q8. WHY IS COST OF SERVICE IMPORTANT?

Direct Testimony of Dan L. Neidlinger
2

I
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1

considerations in the rate design process, the primary guideline should be cost of service. Rates

developed based on cost of service are equitable because each customer pays its fair share of the utility's

total cost.

Q9. DID YOU REVIEW OF COSS AND RATE DESIGN TESTIMONY OF COMPANY

WITNESS JOEL REIKER?

AS. Yes. I am in general agreement with Mr. Reiter's costing and rate design proposals for the various

customer classes except, as I shall discuss later, for his cost allocations to the Large Industrial class in

the Pinal Valley system that includes Abbott. Abbott's water usage represents approximately 78% of

that class.

At the bottom of page 7 of his testimony, beginning at line 25, Mr. Raker accurately points out that the

owners of utilities are forced to "pick up the tab" or subsidize the utilities' customers should revenues

fall short of the utilities' cost of service. There is a corollary with respect to setting revenue targets

among customer classes. Some classes of customers may be forced to "pick up the tab" for other classes

of customers should revenue targets fail short of their cost of service. As discussed later, Abbott is

currently providing large subsidies to other classes of customers.

Q10. BRIEFLY DESCRIBE THE NATURE OF WATER SERVICE PROVIDED TO ABBOTT

BY AWC.

Al0. Abbott receives over 98% of its water requirements through a 6" non-potable water main and a

dedicated well. These facilities were financed primarily through contributions from Abbott to AWC.

The remaining 2% of water used by Abbott is sourced dirough a 6" standby meter and a l" meter.

Except for these ancillary deliveries, Abbott does not use AWC's water distribution system.

Accordingly, Abbott presents a unique set of costing and pricing issues that need to be addressed in this

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

case.
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1

2

Qll. DOES THE COMPANY'S COSS FOR THE PINAL VALLEY SYSTEM ACCURATELY

REFLECT THESE UNIQUE COSTING ISSUES?

All. No. TheCompany's COSS for the Pinal Valley system allocated distribution costs to die Large

Industrial class, including arsenic-related costs, assuming all of the customers in that class used the

distribution system. The largest component of the cost allocation to this class, 65%, is commodity-

related. The commodity allocation factors for the Penal Valley system included Abbott's water usage.

As previously stated, Abbottrepresents 78% of the total commodity usage for the Large Industrial class

but does not use the distribution system Accordingly, the Large Industrial class was allocated a very

large amount of potable treatment and distribution system costs that properly belong to other customers.

The rate base allocation to the Large Industrial class is similarly affected but to a lesser extent since the

commodity component of rate base is 36%.

Q12. DID YOU ASK THE COMPANY TO PREPARE AN ANALYSIS THAT MORE

ACCURATELY REFLECTS THE COST TO SERVE ABBOTT?

15

16

All. Yes and the Company did prepare a stand-alone cost of service analysis that better reflects the cost

to serve Abbott. Before discussing that analysis, however, I would like to demonstrate the effect on

Abbott's annual water bill of the allocation of one major cost component, arsenic costs, to the Large

Industrial class and ultimately to Abbott. The water Abbott buys from AWC is not treated for arsenic

yet the Company's present and proposed rates for Abbott both include these costs. Abbott should

receive either a bill credit or lower fixed rates in recognition of this improper cost assignment.

18

19

20

Q13. HAVE YOU PREPARED AN ANALYSIS THAT SHOWS THE MAGNITUDE OF THIS

ARSENIC CREDIT AND ITS IMPACTON ABBOT1PS ANNUAL BILL?

All. Yes. A calculation of the arsenic credit is shown ad Exhibit DLN-2.. At proposed rates, the credit

is $0.23 per 1,000 gallons. At present rates the credit is slightly smaller at $0.21 per 1,000 gallons due

to a lower current return on arsenic rate base.

The impact on Abbott's annual water bills is significant. As shown on Exhibit DLN-3, at present rates

the annual credit is $78,125 resulting in a 13.33% bill reduction. At proposed rates, the annual credit

Direct Testimony of Dan L. Neidlinger
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1

2

3

increases to $85,566 resulting in an annual bill ($586,480) that is essentially equivalent to the current

annual bill of $586,240. Abbott has in the past and continues to subsidize other customers for the costs

incurred by the Company for arsenic treatment. These subsidies need to be addressed in this case.

Q14. PLEASE DISCUSS THE COMPANY'S STAND-ALONE COST OF SERVICE ANALYSIS

FOR ABBOTT THAT YOU EARLIER REFERENCED.

A14. The Company prepared, at my request, a cost of service study that addresses Abbott's unique

service characteristics. This study is provided in the Appendix attached to this testimony. The results of

the study are summarized on Exhibit DLN-4.

The Company's cost analysis is a blending of test year operating expenses and utility plant together with

11 projected capital expenditures required to service Abbott through the year 2018. Included in the

12 g development of the $1.03 million rate base shown on Exhibit DLN-4 are $1.25 million of main

13 replacements in years 2015 and 2018. These mains were originally constructed through contributions

from Abbott and recorded as CIAC in the Company's plant records.
I

15

17

The cost study shows a revenue requirement for Abbott of $365,700 using the Company's requested

return on rate base of 8.93%. This amount is $220,540 or 37.62% less than current annual billings to

Abbott and represents a very large revenue subsidy to other customer classes .

Ql5. EXPLAIN THE ADJUSTMENTS TO THE COMPANY'S STUDY SHOWN IN THE

SECOND COLUMN OF EXHIBIT DLN-4.

A15. The adjustments to the Company's stand-alone cost of service study eliminate the effect of the

projected $1.25 million of main replacements in 2015 and 2018 thereby showing a calculation of

Abbott's revenue requirement using test year operating expenses and rate base. On a test year basis,

Abbott's revenue requirement is only $217,626 or $368,614 (62.86%) less than current annual billings.

This revenue requirement results in price per acre foot (AF) of water of $191 which is essentially

equivalent to the Company's average sales rate of $192 per AF during the test year for non-potable CAP

water.

Dime! Testimony of Dan L. Neidlinger
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1 Q16.WHAT ARE YOUR CONCLUSIONS BASED ON THE PRECEEDING ANALYSES?

AI6. Based on my review of the Arsenic issue and the results of the Company's stand-alone cost study,

I conclude that a rate decrease for Abbott is necessary at this time to begin reducing the large subsidies

provided by Abbott under present rates. Because of its unique service characteristics and non-typical

cost of service profile, a separate rate should be designed for Abbott that is 15% lower than current rates

for the Large Industrial class.

111. RATE DESIGN
U

i
i
!

9 Q17. HAVE YOU DESIGNED A RATE FOR ABBOTT THAT is ACID-IIEVES YOUR

RECOMMENDED 15% RATE REDUCTION?

11 All. Yes. My proposed rate design for Abbott is provided on Exhibit DLN-5. The rate would be

applicable to all non-potable water deliveries. 1 am recommending an increase in the monthly basic

service charge from the current $800 to $1,200. In that regard, I agree with Mr. Reiker's rate design

testimony. Increases in basic service charges are needed for all of the Company's rates to improve fixed

cost recovery percentages. The recommended commodity rate is $1.30 per thousand gallons or $0.25

per thousand less than the current rate of $1 .55. As indicated on Exhibit DLN-5, Abbott's total annual

billings are reduced by $88,207 but Abbott would continue to provide, as shown by the Company's cost

study, over $132,000 in revenue subsidies to other customers at these lower rates.

Q18. HOW WOULD OTHER CLASSES OF CUSTOMERS IN THE PINAL VALLEY SYSTEM

BE AFFECTED BY YOUR RECOMMENDED REDUCTION IN ABBOTT'S RATES?

A18. I suggest that the amount recovered from other classes be based on revised commodity allocators

for each class. Exhibit DLN-6 shows the effect of allocating Abbott's $88,207 revenue reduction to

other classes using revised commodity allocation factors. The impact is small. Except for the Large

Industrial class, adj classes would receive an increase of less than 1%.

Direct Testimony of Dan L. Neidlinger
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IV. OTHER RATEMAKING ISSUES

Q19. THE COMPANY HAS PROPOSED A NUMBER OF RATE ADJUSTORS IN THIS CASE

INCLUDING A $0.073 PER THOUSAND GALLONS SURCHARGE FOR CAP WATER. DO

YOU SUPPORT THIS SURCHARGE?

A19. I support, in general, the iimding of the Company's CAP program since, in my view, it is a vital

resource necessary to fulfill customers' needs now and into the future. I have not, however, analyzed

the economics of the Company's proposal in this regard and accordingly have no opinion with respect to

the level of the proposed surcharge.

Q20. WHAT ABOUT THE COMPANY'S PROPOSED SURCHARGE FOR NITRATES?10

11 A20. This is a surcharge needed to meet federal water quality standards that parallels the arsenic

surcharge. The bulk of Abbott's water purchases from AWC should be exempt from this surcharge as

they are from the arsenic surcharge since Abbott's non-potable water supply is not treated for nitrate.

I
!
i
!

Q21. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

A2l. Yes, it does.

i

Direct Testimony of DanL. Neidiinger
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PERCENT
DIFFERENCEDESCRIPTION DIFFERENCE

CURRENT
FILING (2)

10-0517
DECISION (1)

Revenues $21,863 -$646$21 ,217 -2 .95°/o

8.59%

~4'7.58%

$17,368

$4,495

$53,234

Operating Expenses

Operating Income

Rate Base 26.64%

$1 ,492

_$2,138

$14,184

-4.95%Return on Rate Base 8.44% -58 .60%

$18,850

$2,357

$67 418

3.50%

1

EXHIBIT DLN-1

ARIZONA WATER COMPANY
DOCKET NO. W-01445A-15-0277

Test Year Ended December 31, 2044

Comparison of Declsicn in Docket No. 10-0517 With Current Filing
Western Group (5900)

NOTES!
(1) ACC Decision No, 73144 Dated May 1, 2012
(2) Company Filing Schedule G~1, Page 1 of 8
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ARSENIC
AMOUNTDESCRIPTION

ARSENIC
PERCENTAGE (2)

LARGE INDUST.
AMOUNT (1)

78.00%$273,348

55.00%$159,899

Water Treatment Rate Base
Revenue Requirement Percent (3)
Revenue Requirement - Proposed Rates
O&M Expenses
Total Arsenic Costs
Large industrial Sales (000) Gallons

$213,211
9.78%

$20,852
87.944

$108,797
479,680

Arsenic Cost Per 1,000 Gallons (4) $0.23

EXHIBIT DLN-2

ARIZONA WATER COMPANY
DOCKET NO. W-01446A-15-0277

Test Year Ended December 31, 2014

Abbott Arsenic Credit Calculation
Plnal Valley System

NOTES:
(1) Response to Abbott Data Request 2.8
(2) Response to Abbott Data Request 3.4
(3) Proposed Rate of Return of 8.93% and income Taxes of 8.64% of Revenues
(4) Arsenic Cost at Present Rates is $0.21 per 1,000 gallons
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ANNUAL
AMOUNTDESCRIPTION

BILLING
UNITS RATE

PRESENT RATES :

12
372,025

$800
$1 .55

372,026 $0.21

$9,600
- _576,640
$586,240

-78,125
$508,115
-13.33%

Basic Service Charge
Commodity Rate Per 1 000 Gallons
Total Be - Present Rates
Less: Arsenic Credit
Revised Bill
Percentage Change

PROPOSED RATES:

$1,750
$1.75

12
372,026

$0.23372,026

$21 ,000
_651 L046

$672,046
-85,566

$588,480
-12.73%

Basic Service Charge
Commodity Rate Per 1,000 Gallons
Total Bill - Proposed Rates
Less: Arsenic Credit
Revised Bill
Percentage Change

EXHIBIT DLN-3

ARIZONA WATER COMPANY
DOCKET NO. W-01446A-t5-D277

Test Year Ended December 31, 2014

Impact on Annual Water Bill to Abbott
Arsenic Credit
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DESCRIPTION
ADJUSTED TO

TEST YEARADJUSTMENTS (2)
COMPANY COS
ANALYSIS (1 )

-$148,074 $217,626Abbott Laboratories Revenues $365,700

-28,157
-7,770

-31 ,709

$167,256
19,991
11,425
4,516
2,655

$205,843

Operating and Maintenance Expenses
Depreciation
Property Taxes
income Taxes
Other Taxes
Total Operating Expenses

$167,256
48, 148
19,195
36,225
2,655

$273,479

$92,221Operating income

Rate Base

-$67,636

-$80,438

-$901 ,286

$11,783

$131,927

8.93%

$1,033,213

8.93%Return on Rate Base

$586,240
$220,540

37.62%

$586,240
$368,614

62.88%

Abbott Revenues at Present Rates
Revenue Subsidy to Other Customers
Percent of Present Rates

EXHIBIT DLN-4

ARIZONA WATER COMPANY
DOCKET no. w-0144sA-15-0277

Test Year Ended December 31, 2014

Stand-Alone Cost of Service Analysis
Abbott Laboratories

NOTES:
(1) Per Attached Cost of Service Study Prepared by the Company
(2) Adjustments to Eliminate Projected Replacements of Water Mains Serving Abbott Included in Cost Study
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DESCRIPTION RATE
ANNUAL
AMOUNT

BILLING
UNITS

PRESENT RATES:
12

372,026
$800
$1 .55

Basic Service Charge
Commodity Rate Per 1,000 Gallons
Total Bill Present Rates

$9,000
575,640

$586,240

PROPOSED RATE FOR ABBOTT:
$1,200

$1.30
12

372,026
$14,400
483,634

$498,034

Basic Service Charge
Commodity Rate Per 1,000 Gallons
Total Bill - Abbott

ANNUAL BILL DECREASE:

-$88,207
-15.05%

Amount
Percent

5

EXHIBIT DLN-5

ARIZONA WATER COMPANY
DOCKET no. W-0144sA-15-0277

Test Year Ended December 31, 20th

Abbott Rate Design
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PERCENT
INCREASECUSTOMER CLASS

ALLOCATION OF
Re. REDUCTION (3)

COMMODITY
PERCENT (2)

REV. AT
PRESENT RTS.(1)

0.50%Residential 63.76%$11298,423 $56,241

Commercial 31.15%5,412,847 0.51 ° /o27,476

0.74%Industrial 1 .35%161,824 1,191

103%2.45%209,905Large Industrial (Excluding Abbott) 2,161

0.53%215,938 129%Other 1.138

....Q.51.?eTotal 100.00%$17.298.937 $88,207

*

EXHIBIT DLN-6

ARIZONA WATER COMPANY
DOCKET NO. W~01445A-15-0277

Test Year Ended December 31 , 2014

Impact on Other Customer Classes of Rate Reduction to Abbott
Penal Valley System

NOTES:
(1) Schedule G~1, Page 3 of 8
(2) Commodity Allocation Factors Excluding Abbott
(3) Revenue Effect of Proposed Rate Reduction for Abbott
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APPENDIX

Stand-Alone Cost of Service Study
Abbott La oratories

E
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ARIZONA WA TER COMPANY
Test Year Ended December 31 , 2014
Abbott Laboratories - Estimated Stand-Alone Cost of Service

Abbott
Laboratories

Revenue Requirement/Cost to Serve Abbott $

$

365,700

Source of Supply Expenses
Pumping Expenses
Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting & Sales Expenses
Administrative 8= General Expenses

Total O&M Expenses

510
131,610
10,088
22,954

690
1 .403

167,256

Depreciation Expense

's
$
$

48,148

Property Taxes
Income Taxes
Other Taxes
Operating Income

19,195
36,225
2,655

92,220

RequiredOperating Income

Total Rate Base

$

$

$

92,266

1,033,213

Rate of Return
Required Rate of Return

8.93%
8.93%

Total Source of Suppy, Pumping & Water Treatn $
Total Gallons Sold to Abbott (xi ,000)
Variable Cost Per 1,000 Gallons $

$

1

142,208
372,026.0

0.3823

Total Fixed Costs
+ 12 Months
Monthly Fixed Costs _s

223,492
12

I' "18824

Line
o.

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

1

E
l

i
I

Other information from Rate A_pplication:
Weighted Cost of Equity
Weighted Cost of Debt

5.77%
3. 16%

-ll_l



43
44
45
46
47
48
49
50
51
52
53
54
55

Combined Federal & State Income Tax Rate 37.82%

I
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9

»

Year

Original

51

1-8013 Construct well No. 20

314 Original Cost

314 Retirements

271 CIAC

314 In Service

1978  s

1995

75,342

2014  s 76,342

325 Original Cost
325 Retirements
325 Retirements
325 Retirements
325 Retirements
271 CIAC
325 In Service

1 9 7 8  s

1992

1993

1994

2o03

45,493
(4,502)
(-1,6081

(21,709l
(6,618

2014 s 3,058

2-9167 Install Service & Hydra rt at Ross Abbott Labs

345 original Cost

345 Retirements

271 C1AC

345 In Service

1983 s 6,135

1983 __
2014 s

61§s_

6,135

348 Original Cost

348 Retirements

271 CIAC

348 In Service

1 9 8 3  s z.120

1983

2014  s

2,120

2,120

2-9303 lnstail Main to Serve Ross Abbott Labs

343 Original Cost

343 Retirements

343 Retirement:

271 CIAC

343 In Service

1 9 8 4  s

2015

2018

1984

2018 S

486,920
(34,7so) we 1-5171 Replaced 2,e4o Ls of 36,960 tai LF
(69,823) 2018 Budgeted project xo replace 5,308 LF of 36,960 total LF
486,920
382,317



Q

'I

2-g353 Tie Over Wells 15, 17 & 20 to Serve Ross Abbott Labs Well15 replacedby Well 26 in 1997

325 Original Cost

325 Retirements

271 CIAC

325 In Service

1984  S 26,263

1984
2014 s

25,263
26,263

343 Original Cost

343 Retirements

271 CIAC

343 In Service

1984 s 40,123

1984
2014 s

40,123
40,123

345 Original Cost

345 Retirements

271 CIAC

345 In Service

1984 s 9,477

1984
2014 s

9,477

9,477

346 Original Cost

346 Retirements

271 CIAC

346 In Service

1984 s z,o99

1984
2014 s

z,o99
2,099

397 Or5ginal cost

397 Retirements

271 CIAC

397 in Service

1 9 8 4  s 8,986

(8,986)

8,9861984

2G14 s

1-9543 Replace Pump at Well 20

1 9 8 6  s

1997

17,430

(17,430)

325 Original Cost

325 Retirements

271 CIAC

325 In Service 2014 s

1-2253 Replace Pump at Well 20

325 Original cost

325 Retirements

271 CIAC

325 in Service

s5,886
(16,275)

1 9 9 7  s

2001

1997

2014  s 39,611

1 9 9 7  s 811321 Original Cost

321 Retirements

271 CIAC

321 In Service

1997
2014 s 811.

t



4

1-2992 Install Calcium Hypochlorinator at Well 20

331 Original Cost

331 Retirements

271 CIAC

331 In Service

2001 s 12,610

2001
2014 s 12,610

332 Original Cost

332 Retirements

271 CIAC

332 In Service

2001 s 7,755

2001

2014 s 7,755

1-3123 Replace Pump at Well 20

325 Original Cost

325 Retirements

271 CIAC

325 In Service

2001 s

2012

2001

2014 s

20,113

(20,113)

1-3558 Replace Electrical Panel at Wells 20

325 Original Cost

325 Retirements

271 CIAC

325 In Service

2004 s 34,744

2004

2014 s 34,744

397 Original Cost

397 Retirements

271 CIAC

In Service

2004 s 2,364

2004

2014 s i,l3é4

1-4000 Install Electrical Starter at Well 20

325 Original Cost

325 Retirements

271 c4A<:

In Service

?2007
2014 S

2007 s 133,237

133,237



1-4248 Construct Block Wall at Wells 17 8¢ 20

zo07 s 390314 Original Cost
314 Retirements
271 CIAC
314 in Service

2007

2014 s 390

2007 s 2,084321 Original Cost

321 Retirements

271 CIAC

321 !n Service

2w7
2014 s z,0s4

1-4943 Replace Pump, Clean & Inspect Casing at Well 20

2012 s 86,821325 Original Cost

325 Retirements

271 CIAC

325 In Service

2012 _
2014 s 86,5321

5-0672 Install Emergency Backup Service & 6" meter at Abbott Labs

2013 s 32,459345 Original Cost

345 Retirements

271 CiAC

345 In Service

2012

2014 s

32,459__
32,459

2013 s 5,204346 Original Cost

346 Retirements

271 CIAC

346 In Service

2012 _
2014 s

5,204
5,204

1-5171 Replace 2,640' of failing main on Cottonwood Lm

551,402343 Original Cost

343 Retirements

271 CIAC

343 in Service

2015 s

$
2015 s
2015 s . . 551,402

2018 Budgeted Project - Replace 5,300 LF of main used to serve Abbott (Kyonsen between Pearl 84 Trekeil)

700,000343 Est.Original Cost

343 Est. Retirements

271 Est. CIAC

343 Est. In Servie

2018(est.) S

s

2018 {est.) $

2018 (est.) S

I

100,000



4

s

s

Summary & Totals

Totals
Well 20

Allow. Factor

Abbott Labs .

Allocated

314 In Service

321 In Service

325 in Service

331 In Service

332 In Service

343 in Service

345 In Service

346 In Service

348 In Service

397 In Service

Total In Service

2014 S
2014 s
zo14 s
2014 $
2014 s
201B s
2014 s
2014 s
2014 s
2014 s
2014 s

$

76,732

2,895

328,734

12,610

7,7ss

1,673,842

48,071

7,303

2,120

2,364

2,152,425

2,162,425

ask s
s
s
s
s
s
s
s
s
s
s

51,740
z,895

328,734
12,510
7,755

1,673,842
48,071

7.303
2,120
2,354

2,137,433

271 CIAC s 506,196 s 506,195
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Well 20

Production

x1,000 Gaps

Total

Abbott

Usage

x1,000 Gals

201401

201402

201403

201404

201405

201406

201407

201408

201409

201410

201411

201412

51,780.0
49,101.0
46,410.0
55,157.0
44,908.0
44,855.0
50,935.0
44,315.0
50,189.0
49,319.0
40,983.0
51,362.0

31,044.0
30,487.0
30,455.0
27,464.0
30,784.0
26,046.0
27,957.0
37,344.0
32,835.0
31,912.0
35,409.0
30,289.0

579,314.0 372,026.0 0.67



2014

Total Gallons Pumped x 1,000 - PV

Total Chlorine Cost - PV s

5,318,719.3

137,363

Chlorine cost per 1,000 Gallons $ 0.0258

1,000 Gallons Pumped to Abbott 390,627.3

Chlorine Cost Allocated to Abbott s 10,088

4
5

III



.in

M440 83

ARIZONA CORPORATION COMMISSION

ARIZONA WATER COMPANY

DOCKET NO. W-01445A-15-0277

Testimonv of Kevin Kemp

in Support of Settlement

Q1. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

A1. My name is Kevin Kemp. My business address is 1250 West Maricopa Highway,CasaGrande,

Arizona 85193 .

QS. IN WHAT CAPACITY AND BY WHOM ARE YOU EMPLOYED?

I am employed by Abbott as the Manager of Manufacturing Engineering for Abbott's Casa

Grande manufacturing plant. I am responsible for the utilities that come into the plant.

Qs. DID YOU PREVIOUSLY FILE DIRECT TESTIMONY IN THIS MATTER?

Yes, I submitted Direct Testimony on March 11, 2016.

Q4. WHAT IS THE PURPOSE OF YOUR CURRENT TESTIMONY?

Qs. DOES ABBOTT SUPPORT THE SETTLEMENT AGREEMENT TERMS?

Yes.

1

2

3

4

5

6

7

8

9

10

11

12 AS .

13

14

15

16 AS .

17

18

19 A4. The parties, including Abbott, have reached a settlement agreement. I am appearing on Abbott's

20 behalf to testify in support of the settlement agreement terms that directly affect Abbott.

2 l

22 A5 .

23

24

25 A6. Abbott's primary concern in this case was to request that the Commission set an appropriate rate

26 that reflects the cost of service for its primary non-potable water service. Abbott obtains 98% of its

27 water supply through a dedicated non-potable system that Abbott constructed and contributed to Arizona

28 Water COmpany. This dedicated system supplies the Abbott manufacturing plant with the raw water

Q6. PLEASE SUMMARIZE ABBOTT'S ORIGINAL POSITIONS IN THIS CASE.

Exnmv



that Abbott then treats in Abbott's reverse osmosis treatment system, and then incorporates in the plant's

liquid nutritional products. Arizona Water Company adds chlorine to this raw water supply, but does

not otherwise treat it before delivery to Abbott's plant.

In support of Abbott's request, Abbott offered the testimony of Dan Neidlinger, a rate expert, on

March 21, 2016. Mr. Neidlinger testified regarding Arizona Water Company's cost of providing this

non-potable service to Abbott. Mr. Neidlinger demonstrated that Abbott would be paying a 37.62%, or

$220,540, revenue subsidy to other customer classes at the rates requested in Arizona Water Company's

application. Abbott instead proposed to lower the projected rate subsidy by adopting a larger basic

service charge with a commodity rate of $1.30 per thousand gallons.

Q7. WHAT RATE IS PROPOSED FOR ABBOTT IN THE SETTLEMENT AGREEMENT?

A7. The settlement agreement adopts Mr. Neidlinger's recommended rates, with a higher basic

service charge for the six-inch meter of $1,200 per month, and with a commodity rate of $1.30 per

thousand gallons. It is my understanding that the settlement rates reduce, but do not eliminate, the rate

subsidy paid by Abbott. Abbott believes the proposed settlement rate is fair because the new rate moves

the rate closer to the cost of providing the service.

Q8. WHAT OTHER PROVISIONS IN THE SETTLEMENT DIRECTLY AFFECT

ABBOTT?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

A8. The Settlement Agreement and schedules continue to recognize that Abbott should not have to

pay the arsenic surcharge for its 6-inch non-potable service since that water is not treated. Abbott will

continue to pay the arsenic surcharge on its smaller meters that provide potable water to the facility. In

addition, since Abbott's six-inch meter water service is different in character than Arizona Water

Company's other industrial potable water service, Abbott's non-potable service will be reflected as a

separate service category on the new tariff.



ll Lr

1

2

3 A9. Abbott supports the final settlement numbers agreed by the parties. Abbott did not offer

4 testimony on the various issues related to the overall revenue requirement, so I am not prepared to testify

on the details of those numbers.

Q9. DO YOU HAVE AN OPINION ON THE FACTORS RELATING TO THE OVERALL

REVENUE REQUIREMENT?

5

6

7
Q10. DO YOU BELIEVE THE SETTLEMENT AGREEMENT TERMS, IF ADOPTED BY

THE COMMISSION, ARE IN THE PUBLIC'S BEST INTERESTS?

A10. Yes.
8
9

10

11 A11. Yes, it does.
12

13

14

15

16

17

18

19

20

21
22

23

24

25

26

27

28

Q11. DOES THIS CONCLUDE YOUR TESTIMONY?
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Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1 EXECUTIVE SUMMARY

2

3

4

5

Arizona Water Company ("AWC" or "Company") is a Class A public service water
corporation. At the present time, the total Company serves approximately 84,000
customers. AWC is comprised of ten separate operating systems that are organized
into three different geographical groups: the Eastern, Western, and Northern Groups.
AWC filed a general rate application with the Arizona Corporation Commission
("ACC" or "Commission") on August 21, 2015 for its Western Group using a test year
ending December 31, 2014. The Commission found the Application sufficient and
filed a letter of Sufficiency on September 14, 2015.

6

7

8

9

10

11

12

13

14

The Company's Western Group is comprised of the Pinal Valley, White Tank and Ago
systems and serves approximately 32,700 customers. AWC is requesting
adjustments to its rates and charges for utility service in each of the Western Groups
water systems. AWC's rate application uses a test year ending December 31, 2014,
and requests an increase in total revenues for the Western Group of $6,010,409, or
approximately 28.3 percent increase over test year operating revenues. In addition,
AWC's application proposes continuation of an arsenic cost recovery mechanism
("ACRM") as previously authorized in Decision No. 71845 for the Pinal Valley system,
a Nitrate Cost Reduction Mechanism ("NCRM") which the Company describes as
operating the same as the ACRM (if approved by the ACC) also for the Pinal Valley
system, authorization to implement Off Site Facilities Fees of $2,500 for new service
connections in the White Tank system, authorization to implement a System
improvement Benefit ("SlB"), continuation of a Monitoring Assistance Program
("MAP") surcharge previously authorized for the Western Group and finally the
Company has requested a purchase power adjustor for each of the systems included
in the Western Group.

15 AWC's Application requests and RUCG'S proposed gross revenue increases are as
follows:

16

17

RUCO
Recommencjed Percent

18

19

Service Area

Pinal Valley

White Tank

Ago

AWC Requested
Increase_ Percent

$5,354,172 28.99%

$ 561,919 24.32%

35 94,318 21.54%

$2,862,004

$ 298,814

$ 28,608

15.39%

12.74%

6.42%
20

21

22

23

24 ii



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1

2

AWC is requesting an 8.93 percent rate of return on the fair value rate base (FVRB)
on the Western Groups Systems while RUCO is recommending a 7.32 percent rate
of return. The FVRB as identified by the Company and RUCO's recommendation is
shown as follows:

3

4 COMPANY PROPOSED
FVR8§9nice Area

RUCO's PROPOSED
g=vRB

5

6

Pinal Valley

White Tank

7 Ajo

$61 ,344,294

$ 5,107,756

$ 965,735

$56,001 ,472

$ 4,737,182

$ 954,567

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24 iii

lull!
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Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1

2

INTRODUCTION

Q. Please state your name, occupation, and business address.

3 A.

4

My name is John A. Cassidy. I am a Public Utilities Analyst V with the Residential Utility

Consumers Office ("RUCO"). My business address is 1110 W. Washington Street, Suite

5 220, Phoenix, AZ.

6

7 Q. Please describe your educational background and professional experience.

8 A.

9

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of

Library Science degree from the University of Arizona, and a Master of Business

10 Administration degree with an emphasis in Finance from Arizona State University. I am

11

12 I

13

a member of Beta Gamma Sigma, the National Business Honor Society, and have passed

the CPA exam, though opted not to pursue certification. I have worked professionally

as a librarian, financial consultant and tax auditor, and have over seven years of regulatory

14

15

16

17

18

19

work experience as a Public Utilities Analyst with the Arizona Corporation Commission,

where I served as a cost of capital witness on behalf of Staff testifying in numerous rate

case proceedings. I have attended utility related seminars sponsored by both the National

Association of Regulatory Utility Commissioners (NARUC), and the Society of Utility

Regulatory Financial Analysts (SURFA). At present, I am preparing to sit for the Certified

Rate of Return Analyst (CRRA) exam. Attachment 1 contains a summary of my prior

20 regulatory work experience.

21

22

23

24 1



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1 Q. Please state the purpose of your testimony.

2 A. The purpose of my testimony is to present RUCO's recommendations regarding AWC's

3

4

5

6

Western Group's Application for a determination of the current fair value of its utility plant

and property and for a permanent increase in its rates and charges based thereon for

utility service. The test year utilized by the Company in connection with the preparation

of this Application is the 12-month period that ended December 31, 2014.

7

8 Q. How many and which systems are in the Company's Western Group?

9 A.

10

11

There are three systems that make up AWC's Western Group. The largest system in

the Western Group is the Pinal Valley System that has approximately 28,723

customers. The remaining two systems White Tank and Ago have 2,321 and 647

12 customers respectively.

13

14 BACKGROUND

15 Q. Please describe your work effort on this project.

16 A.

17

18

19

20

21

I reviewed financial data provided by the Company and performed analytical procedures

necessary to understand the Company's filing as it relates to operating income, rate base,

and the overall revenue requirement for each system in the Western Group. Procedures

performed include the in-house formulation and analysis of this data, the preparation of

discovery requests, the review and analysis of the Company's responses to RUCO and

Commission Staff data requests, and a review of prior ACC dockets related to AWC's

22

23

Western Group. I was responsible for the rate base and operating income and expense

adjustments that determine RUCO's revenue requirement recommendations.

24 2



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1 Q. Please identify the exhibits you are sponsoring.

2 A.

3

I am sponsoring schedules for the Western Group systems numbered JAC-1 through

JAC-16. Schedules are provided for each of the systems including Pinal Valley, White

4 Tank and the Ajo systems.

5

6 SUMMARY OF COMPANY'S REVENUE REQUEST

7 Q. Please provide a summary of the Company's filing for each of the systems in the

8 Western Group.

9 A.

10

The Company is proposing a fair value rate base ("FVRB") of $67,417,786 for the Western

Group and an 8.93 percent rate of return on the FVRB. For ratemaking purposes the

11

12

13

14

Company has elected not to perform a reconstructive cost new less depreciation study

and is using its original cost rate base ("OCRB") as it's FVRB. The Company is also

proposing an adjustment in rates that will increase operating revenues for the Western

Group by $6,010,434, or 28.32 percent.

15

16 FVRB

Current
Operating

_ Revenue _
Inc. From
]'est Year Percent lncreqse

17

18

Service Area

Pinal Valley

White Tank

Ajo

19

$ 61,344,294

$ 5,107,756

$ 965,735

$ 67.417.785

$18,467,889

$ 2,310,910

$ 437,888

$21216687

$ 5,354,172

$ 561,919

$ 94,318

$ 6.010409

28.99%

24.32%

21 .54%

28.32%

20

21

22

23

24 3



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1 RATE BASE ADJUSTMENTS SUMMARY

2 Q.

3

Has RUCO recommended any adjustments to the rate base for any of the three

systems included in the Western Group?

4 A.

5

Yes. RUCO is recommending several adjustments to the rate base as filed by AWC. A

summary of RUCO's recommendations includes the following:

6 Rate Base Adjustment No. 1 - Post Test Year Plant

7

8

9

10

RUCO is recommending reductions in post-test year plant for each of the three systems

included in the Western Group. The adjustments decreased the rate base in the Pinal

Valley, White Tank and Ajo systems by ($5,167,279), ($352,391) and ($4,326)

respectively.

11 Rate Base Adjustment No. 2 - Accumulated Depreciation

12

13

14

15

16

RUCO's proposed adjustments to the accumulated depreciation accounts for each of the

three systems results in RUCO's reduction to depreciation expense related to the

proposed decrease in post-test year plant. The adjustments decreased accumulated

depreciation in the Pinal Valley, White Tank and Ajo systems by ($117,932), ($11,568)

and ($201) respectively.

17 Rate Base Adjustment No. 3 - Change in Cash Working Capital

18

19

RUCO is recommending a reduction in the Company's cash working capital primarily as

a result of reducing the Company's operating expenses and the Company's failure to

20 include interest expense in its calculations of working capital requirements. The

21

22

adjustments decreased the working capital requirement in the Pinar Valley, White Tank

and Ajo systems by ($293,475), ($29,751) and (86,641) respectively.

23

24 4
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1 OPERATING INCOME ADJUSTMENTS SUMMARY

2 Q.

3

Has RUCO recommended adjustments to the operating income as requested by the

Company for the three systems included in this applications?

4 A. Yes. RUCO has recommended several adjustments to the operating income as filed

5 by the Company. In summary, the operating income adjustments RUCO is recommending

6 include the following:

7 RUCO Operating Income Adjustment No. 1 - Depreciation Expense

8 RUCO has reduced depreciat ion expense due to the reduction of RUCO"s

9 recommendation for post-test year plant.

10 RUCO Operating Income Adjustment No. 2 - Weather Normalization

11 RUCO has eliminated the Company's request for declining usage and weather

12 normalization.

13 RUCO Operating Income Adjustment No. 3 - Tank Maintenance

14

15

16

RUCO's is proposing denial of the Company's pro-forma adjustment for tank maintenance

expense. The Company's adjustment is predicated on forecasts made over a 14-year

period. In reviewing the Company's support for the adjustments made to tank

17 maintenance there were several years when there were no tank maintenance expenses

18

19

incurred. Consequently, ratepayers will be paying for expenses that the Company has

not incurred and may never incur.

20 RUCO Qpergtjng Income Aciiggtment No. 4 - Payroll Annualizqtio_n_#1.

21

22

The Company has made pro-forma payroll annualization adjustments based on expected

salary increases for two years (i.e., 2015 and 2016). RUCO's first payroll adjustment

23

24 5
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Arizona Water Company
Docket No. W-01445A-15-0277 v

1

2

removes the pro forma 3.0 percent salary increase in year 2016, resulting in a reduction

to payroll in the Western Group by $97,603.

3 RUCO Operating Income Adjustment NO. 5 - Payroll Annualization #2

4

5

6

7

8

In its pro forma payroll annualization adjustment, the Company includes two corporate

officers shown to be full-time employees of AWC. However, these two executives also

work for AWC's California affiliate, San Gabriel Valley Water Company ("SGVWC").

RUCO's second payroll annualization adjustment reflects a sharing of payroll costs

between AWC and its California affiliate for salaries paid to the (i) Chairman/CEO and (ii)

9 Assistant Secretary, and results in a reduction to payroll expense by the Western Group

10 of $49,307.

11 RUCO Operating Income Adjustment No. 6 - Payroll Annualization #3

12

13

14

15

16

17

18

RUCO's final payroll adjustment gives recognition to the known and measurable change

in employment status of one of the witnesses testifying on behalf of the Company in this

proceeding. Mr. Joel M. Reiker now lives in California and is employed by SGVWC, and

by removing his salary, RUCO's payroll adjustment results in a reduction to payroll

expense by the Western Group of $36,383.

RUCO Operating Income Adjustment No. 7 - Vehicles Service Cost

RUCO has made an adjustment to vehicle service costs based on the substantial

19 decrease in gasoline prices compared to the test year.

20 RUC_O_Q_p_erating In_gq;n9_ just [ r lent  No. 8  -  Ra§¢8_Qase Exper t

21 RUCO has reduced rate case expense based on the Commission's most recent litigated

22 decisions involving the Western Group as well as Commission decisions in other water

23 company filings, as adjusted for inflation.

24 6
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1 RUCO Ppprating lnco!ng Adjustment No. 9 -_ Property Te;

2

3

RUCO has made adjustments to the proposed property tax expense due to a

change in the revenue requirements for each system as recommended by RUCO.

4 RUCO Operating Income Adjqsjment No. 10 - Income Taxes

5

6

RUCO has made adjustments to the proposed federal and state income tax expense due

to changes in the revenue requirements for each system as recommended by RUCO.

7

8 RATE BASE ADJUSTMENTS

9 Rate Base Adjustment No. 1 - Post Test Year Plant

10 Q Can you please summarize what the Company proposes in respect to post-test year

plant additions in this proceeding?

12

13

14

15

16

17

Yes. The Company is proposing post-test year plant net additions for the three Western

systems included in this case of $9,675,337 and increases in the Phoenix office and meter

shop's total of $203,750. This adjustment assumes that these items were placed in service

as of December 31, 2014, and assumes for ratemaking purposes that the Company

recorded one half-year of depreciation on these additions, consistent with standard utility

plant depreciation practices.'

18

19

20

21

22

23
1 Joel Raker's testimony page 15

24 7
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1 Q. Can you please identify the post-test year plant and accumulated depreciation

2 recorded by the Company for each of the Western Group systems?

3 A. Yes. The pro-form adjustments made as of the close of the test year by each of the three

4 water systems, exclusive of the Phoenix office and meter shop, are as follows:

5 Net Plant

6

System
Pinal Valley
White Tank
Ago .. -

Plant in Service
$ 9,122,637

541 ,050
_ 11,650

Accu. Depreciation
($164,354)
( 14,004)
( 185) -_

$ 8,958,283
527,046

.. _ 11,4Q5

7 TOTALS s 9,675,337 (S 178.543) $ 9.496.794

8

9 Q. What has been the ACC Staff 's posi t ion on post- test year p lant addi t ions in recent

10 rate case appl ications?

11 A.

12

13

In recent applications the Staff has allowed post-test year additions even in cases when

the Staff Engineer did not do a used and useful determination. in the recent EPCOR

hearing, Docket No. WS-01303A-14-0010, the Staff Engineer did not perform a used and

useful determination prior to the hearing. See Transcript at 821-822.14

15

16 Q. Hasn't the Commission addressed the post- test year plant issue in pr ior rate cases

tha t  was contra ry to  the  posi t ion  tha t  the  S ta f f  seems to  be  tak ing  in  recent  ra te17

18 case appl icat ions requesting post- test year p lant?

19 A. Yes. In decision No. 71410,2 the Commission adopted most of Staff's recommendations

20 to remove post-test year plant additions from the rate setting process. In that case, Staff

explained that the matching principle is the reason that the Commission has allowed the21

22

23

24
2 Arizona-American Water Company, Docket No. W-01303A-08-0227, pages 19 through pages 22

8

an
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1 inclusion of post-test year plant in rate base only in special and in_g§uaI Si_tuations. that

2 were summarized as follows:

3 1)

4

when the magnitude of the investment relative to the utility's total investment is
such that not including the post-test year plant in the cost of service would
jeopardize the utility's financial health,

5 the cost of the post-test year plant is significant and substantial,

6

2)

3) the net impact on revenue and expenses for the post-test year plant is known and
insignificant (or is revenue-neutral), and

7

4)
8

the post-test year plant is prudent and necessary for the provision of services and
reflects appropriate, efficient, effective and timely decision making.

9

10 Q. Does RUCO believe that the reasoning put forth by Staff in that rate case continues

11 to be relevant today?

12 A. Yes. RUCO believes that Staff's reasoning in that previous case are still sound principles

13

14

to continue to support. Only by matching costs and revenues will the test period be the

proper basis for setting rates that are just and reasonable.

15

16 Q.

17

Have you researched other regulatory agencies and how they have treated the

question of post-test year plant?

18 A.

19

I have reviewed filings from several other states. In a recent case in Maryland the

Administrative Law Judge summarized the Maryland Public Service Commission's policy

20 as follows:

21

22

23

"Adjustments to historic test year data should reflect the
relationship between sales, expenses, and rate base that can
reasonably be expected to exist during the rate effective period.
The return that will be earned is a function of this relationship
between these items .- it is not dependent upon only one of them.

no

24 9
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1

2

3

4

Selective projection of only one element in the equation is not
appropriate. Adjustments to the test year relationship must be
balanced and should, so far as possible, reflect all predictable
changes to the test year relationship. Commission's precedent
permits adjustments for known and measurable changes from
test year totals because known and measurable changes
suggest that the test year relationship between the cost of
service items will change."3

5

6
Q. What is RUCO's position on post-test year plant?

7
A.

8

9

RUCO will support post-test year plant if the project(s) are completed within six months

of the test year end and for projects considered as "major projects." Major projects would

be considered as transmission and distribution mains, wells and pumping equipment,
10

11
services, and projects that typically improve infrastructure. Additionally, major projects

improve water quality, reduce significant repair expenses, and would include projects that
12

ensure regulatory compliance.
13

14
Q.

15
Are there specific projects that the Company has requested in this case that RUCO

has taken exception too even if completed within the six month time period?
16

A.
17

18

19

20

Yes. These would be considered as "small and/or recurring type projects" that are

purchased on an ongoing bases and are not directly improving the quality of service to

ratepayers. The projects that RUCO classifies in this category and that the Company has

requested in their post-test year request include (1) Office Furniture and Equipment, (2)

Tools, Shop and Garage Equipment, and (3) Communication Equipment. The total
21

22

23 3 Case No. 8959 .. In the matter of the application of Washington Gas and Light Company for authority to increase
existing rates and charges for gas service.

24 10
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1

2

3

project costs that the Company has requested in post-test year plant that RUCO believes

qualifies as small and/or recurring projects includes $47,000 in Penal Valley, $329,250 in

White Tanks and $450 in the Ajo system.

4

5 Q. Can you please summarize the adjustments that RUCO is recommending be

6 removed from the Company's post-test year plant adjustment?

7 A. Yes. RUCO is recommending the following adjustments to the Company's request

8 for post-test year plant.

9
Company Request

Plant in Service
Meter Shop/
Phoenix Off.

RUCO Adj.
Plant

RUCO
10

11

System
Penal Valley
White Tank
A10 _ __

TOTALS

$ 9,122.637
541,050
_11 ,65Q

$ 9,675,337

$ 178,557
23,566
-§.§z7

$ 203.750

Shop/Office
($ 4,988,722) ($ 178,557)
( 328,824) ( 23,566)

_ ( _450) ( 34 71 )
(S 5.317,996) (S 203.750)

Recommends
$ 4,133,915

212,226
_ 11.200

$ 4,357,341
12

13

14
Rate Base Adjustment No. 2 - Accumulated Depreciation / Depreciation Expense

Has RUCO identified any other adjustments related to the Company's post-testyearQ.
15

16
plant adjustment?

A.
17

18

19

20

Yes. RUCO is also making adjustments to reduce depreciation expense as well as

accumulated depreciation resulting from the reduction to post-test year plant. RUCO

is recommending that depreciation expense be reduced by $117,932, $11,568, and

$201 for the Pinal Valley, White Tank and Ajo systems respectively. These reductions,

as previously stated, are caused by RUCO's recommended reduction in post-test
21

22
year plant.

23

24 11
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1

2

Did AWC make a pro-forma adjustment to record deferred income taxes related to

the post-test year adjustments?

3 A.

4

No. The Company did not make a pro-forma adjustment to record deferred income taxes

related to the inclusion of post-test year plant additions.

5

6 Q. Does AWC use accelerated depreciation methods in calculating federal and state

7 income taxes?

8 A. Yes. See Reiker Exhibit Schedule E-9, Page 1 of 2. Ln 38 through 40, "Depreciation is

9

10

computed on a straight-line composite basis on property classifications ranging from

1.79% to 6.67%. For federal and state income tax purposes, depreciation is computed

11 using accelerated methods.H

12

13 Q. What are the ramifications to the revenue requirements by not recording deferred

14 income taxes?

15 A. Deferred income taxes calculated as a result of the Company's use of accelerated

16 depreciation methods allowable by the Internal Revenue Service, are a reduction from

17 rate base, therefore, a benefit to ratepayers. If deferred taxes are not recognized for the

18

19

inclusion of post-test year plant then the ratepayer is, to put it simply, paying more in

rates then they should.

20

21

22

23

24

Q.

12
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1 Q. Can RUCO calculate the deferred income tax effect that should have been recorded

2 by AWC and deducted from rate base when submitting its rate application?

3 A.

4

5

RUCO could make an attempt to calculate the deferred income taxes but too many

assumptions would have to be made. RUCO has asked AWC to provide this calculation

and will make any further adjustment(s) in surrebuttal testimony if necessary.

6

7

8 Q.

Rate Base Adjustment No. 3 - Cash Working Capital

Please explain the concept of Cash Working Capital.

9 A. Cash Working Capital is often defined as the net cash outlay that a utility must furnish to

10 provide service before payment for that service is received from the customers. A

11

12

13

14

15

company's Cash Working Capital requirement represents the amount of cash the

company must have on hand to cover any differences in the time period between when

revenues are received and expenses must be paid. The most accurate way to measure

the cash working capital requirement is via a lead/lag study. The lead/lag study measures

the actual lead and lag days attributable to the individual revenues and expenses.

16

17 Q. Is RUCO proposing a Cash Working Capital requirement adjustment in this case?

18 A. Yes.

19

20

RUCO proposes a reduction in Cash Working Capital for each system.

Adjustments of $293,475, $29,751 and $6,641 were made in the Pinal Valley, White

Tank and Ajo water systems respectively.

21

22

23

24 13



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

I

1 Q

2

Did the Company prepare a lead/lag study and did RUCO prepare its own study

confirming the lead/lag study as filed by the Company?

3 A.

4

Yes. The Company prepared a Ieadllag study and while RUCO did not prepare a full

lead/lag study we did review the Company's and accepted their study as filed.

5

6 Q. What element of expenses did RUCO adjust in its Ieadllag study?

7 A

8

RUCO made several operating expense adjustments that are reflected in RUCO's

recommended lead/lag expense levels reflected on Schedule(s) JAC-5 that are

9 The lone expense adjustment not reflected in RUCO's

10

presented for each system..

Ieadllag study is the Rate Case Expense adjustment.

11

12 Q.

13

W hy isn ' t RUCO's Rate Case Expense adjustments reflected in RUCO's

operating expenses in its lead/lag study?

14 A.

15

Rate Case Expense has already been incurred and paid, consequently, it is not an

appropriate expense to be included in the calculation of Cash Working Capital.

16

17 Q. What is RUCO's rationale for including the interest expense in the Ieadllag

18 study?

19

20

Interest payments are contractual arrangements associated with AWC's debt issuances

that obligate the Company to make fixed interest payments on certain dates. In this

21 respect, debt interest closely resembles AWC's other cash operating expenses. Thus,

22 the payment lead for AWC's interest expense should be separately recognized in the

23

24

A.

14
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1

2

lead/lag calculation as the Commission has recognized in numerous cases. Typically,

long-term debt interest is paid semi-annually, creating a 91 .25-day expense lag.

3

4 Q. Did the Company include interest expense in their calculation of working

5
A.

6

capital?

No. The Company did not include interest expense.

7

8

9

10 Q.

OPERATING INCOME ADJUSTMENTS

RUCO Operating Income Adjustment No. 1 - Depreciation Expense

Did RUCO adjust the depreciation expense that the Company had requested for

each system?
11

A.
12

13

14

15

Yes. RUCO reduced the Company's request for depreciation expense related to the

post-test year adjustments. RUCO reduced the depreciation in the Pinal Valley system by

$117,932, in the White Tanks system by $11,568 and in the Ajo system by $201. As

previously stated the accumulated depreciation accounts for each of the systems were

also adjusted in the same amounts.
16

17

18

19 Q.

RUCO Operating Income Adjustment No. 2 - Weather Normalization

Did the Company make a weather normalization adjustment to test-year operating

revenues and expenses to compensate for declining usage?
20

A.
21

Yes. The Company's weather normalization adjustment decreases test-year operating

22
revenues by $165,791 and decreases operating expenses by $80,566 for the Western

23
Group. Among the individual operating systems, the Company's weather normalization

24 15
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1

2

3

adjustment (i) decreases operating revenues in the Pinal Valley, White Tank and Ajo

systems by $123,848, $34,391, and $7,552, respectively, and (ii) decreases operating

expenses in the Pinal Valley, White Tank and Ajo systems by $56,308, $18,002, and

4 $6,256, respectively.

5

6 Q. What is the Company's stated justification for its proposed weather normalization

7 adjustment?

8 A.

9

10

11

12

13

14

15

16

17

18

The Company believes such an adjustment is necessary to reflect residential customer

sales under "normal weather conditions and usage patterns." In making its adjustment,

AWC conducted a multiple regression analysis of monthly residential usage per customer

and weather conditions over the 5-year period ending December 2014. Based on its

analysis, the Company determined that weather conditions in the Pinal Valley and White

Tank service areas were "slightly wetter and cooler than normal," resulting in lower test

year residential usage, while weather conditions in the Ajo service area in 2014 were "drier

and hotter than normal," leading to residential usage higher than under normal weather

conditions. Regardless of the divergence in weather patterns, the Company states that

when controlling for weather conditions, its analysis demonstrates a statistically significant

annual decline in residential usage for each of its Western group systems.4

19

20

21

22

23
4 See Direct Testimony of Joel M. Raker, pp. 24-25.
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1 Q. Does RUCO support the Company's proposed weather normalization adjustment?

2 A. No. RUCC) believes the Company's weather normalization declining usage analysis

3 to be speculative, for as a determinant of customer usage fluctuations in weather

4 patterns are not, 'known and measureable.1 Additionally, for purposes of its

5 regression analysis, the Company relies on historical weather data over only a 5-year

6 period. Weather normalization adjustments made by regulated natural gas and power

7 companies, typically rely on historical data over a minimum 10-year period of time in

8
order to establish a baseline norm. For this reason, RUCO makes a reversing

9
adjustment to the weather normalization adjustment made by the Company, increasing

10

11

12

13

14

15

test-year operating revenues by $165,791 and increasing operating expenses by $80,566

for the Western Group. As shown in schedule JAC-9 filed for each system within the

Western Group, RUCO's weather normalization adjustment (i) increases operating

revenues in the Pinai Valley, White Tank and Ajo systems by $123,848, $34,391, and

$7,552, respectively, and (ii) increases operating expenses in the Pinal Valley, White Tank

and Ajo systems by $56,308, $18,002, and $6,256, respectively.

16

17

18
Q.

19

RUCO Operating Income Adjustment No. 3 - Tank Maintenance

Does the Company propose an income statement adjustment to normalize tank

maintenance expense?
20

A. Yes. The Company makes a $174,048 income statement adjustment to normalize tank

21

22

maintenance expense. The Company's proposed normalized cost of tank maintenance

calls for the tank interiors to be recoated every fourteen (14) years and the exteriors

23

al

24

painted every seven (7) years. In the test year, the Western Group experienced actual
17
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1 tank maintenance expense of $131 ,210, all of which cost was incurred by the Pinal Valley

2 system. The Company's proposed $174,048 tank maintenance normalization adjustment

3 is based on projections of tank maintenance costs to be incurred over the next 14-year

4 period (i.e., 2016-2029) by each of the three Western Group systems, with the normalized

5 storage tank expense for each system representing a 14-year annual average cost figure.5

6 The following presents the normalized annual cost figures used to obtain the Company's

7 proposed $174,048 tank maintenance normalization adjustment:

8 Pinal Valley White T_aM Ago Western Group

9
Storage Tanks - Actual
Storage Tanks - Normalized

$131,210
$231,105

$ _
$55,199

$ _
318,953

$131210
$305,258

10 Annual Increase $99,896 $55,199 $18,953 $174,048

11

12
Q.

13
Does RUCO support the Company's proposed tank maintenance normalization

adjustment?
14

A.
15

No, and for three reasons. First, the Company's adjustment is predicated on forecasts

made over a 14-year period, a circumstance which is highly problematic given the
16

uncertainty associated with making forecasts over such an extended period of time.
17

Second, the further you move from a historical test year, the greater the imbalances
18

become between rate base, revenues, and expenses. Authorization of the Company's
19

proposed normalization adjustment would allow for recovery of future costs well in
20

advance of the period in which those costs are to be incurred. Third, and to underscore
21

22

23
5 Over the 14-year period, 2016-2029, AWC projects the following tank maintenance expense to be incurred by its
Western Group systems: Pine! Valley ($3,235,473, or 14-year annual average of S231,105), White Tank ($772,790, or
14-year annual average of $55,199); and Ago ($265,346 or 14-year annual average of $18,953).
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1

2

3 (i.e., $ 0), (ii)

4

5

6

7

8

the above point, a review of the work papers supporting the Company's proposed

adjustment reveals the following: (i)in 10 of the 14 years, the Ajo system is expected to

incur no tank maintenance costs in 9 of the 14 years, White Tank s

expected to experience average annual tank maintenance costs of only$9,122, with

no tank maintenance costs incurred in 6 of those years, and (iii) n 9 of the 14 years,

Pinal Valley is expected to experience tank maintenance costs less than the anticipated

$231 ,105 14-year annual average cost period, 2016-2029. For the above reasons, RUCO

recommends denial of the Company's proposed tank maintenance normalization

9 adjustment.

10

11 Q. Does RUCO's tank maintenance income statement adjustment reverse the

12 Company's pro forma tank maintenance adjustment?

13 A.

14

15

Yes. As shown in Schedule JAC-10 filed for each Western Group system, RUCO's tank

maintenance adjustment decreases operating expenses by $99,896, $55,199 and

$18,953 for the Pinal Valley, White Tank and Ajo systems, respectively.

16

18 Q.

19

20

21

17 RUCO Operating Income Adjustment No. 4 - Payroll Annualization Adj. #1

In reviewing the work papers relating to the Company's proposed payroll

annualization adjustment, did RUCO find that the Company made provision for two

post-test year salary increases, (i) a so-called "2015 rate" and (ii) a 3.0 percent

"2015 increase" in the hourly wage paid to all AWC Western Group employees?

22 A.

23

Yes. For purposes of its analysis, RUCO allowed the '2015 rate,' but made an adjustment

to remove the 3.0 percent across the board salary increase proposed for year 2016.

24 19
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»

1 Q.

2

After disallowing the above noted across the board 3 percent 2016 salary increase,

what was RUCO's adjustment to the Company's proposed payroll annualization

3 adjustment?

4 A.

5

6

7

As shown in Schedule JAC-11, Pagel of 3, RUCO's adjustment to remove the 3.0 percent

salary increase resulted in a $97,603 decrease to payroll and related expenses for the

Western Group. Individually, RUCO's adjustment resulted in a reduction to payroll

expense of $85,980, $8,713 and $2,910 for the Pinal Valley, White Tank and Ajo systems,

8 respectively.

9

10

11 Q.

RUCO Operating Income Adjustment No. 5 - Payroll Annualization Adj. #2

Please explain the rationale for RUCO's second payroll annualization adjustment.

12 A.

13

14

15

16

17

18

19

20

21

A review of the work papers accompanying the Company's payroll annualization

adjustment revealed that two corporate officers working for both for AWC as well as its

California affiliate, San Gabriel Valley Water Company, were shown to be full-time

employees of AWC. Accordingly, RUCO made an adjustment to reduce the salaries of (i)

the Chairman/CEO and (ii) Assistant Secretary by one half (i.e., 50 percent) to reflects a

sharing of payroll costs between AWC and its California affiliate for salaries paid to these

corporate officers. RUCO's adjustment resulted in a total reduction to payroll expense for

the Western Group of $49,307. As shown in Schedule JAC-11, Page 2 of 3, RUCO's

adjustment reduced payroll expenses by $ 44,616, $3,446 and $1 ,246 for the Pinal Valley,

White Tank and Ajo systems, respectively.

22

23

24 20
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1

2 Q.

RUCO Operating Income Adjustment No. 6 - Payroll Annualization Adj. #3

Please explain the rationale for RUCO's third payroll annualization adjustment.

3 A.

4

5

6

7

8

9

10

Mr. Joel Reiker has been a long-time employee of AWC, and is testifying on behalf of the

Company in this proceeding. However, Mr. Reiker now lives in California and is employed

by AWC's affiliate, SGVWC. In view of this known and measureable change in Mr.

Reiker's employment status, RUCO's third payroll annualization adjustment removes Mr.

Reiker's salary from test-year payroll expenses. As shown in Schedule JAC-11, Page 3

of 3, RUCO's adjustment reduces payroll expenses in the Western Group by $36,383.

Individually, RUCO's adjustment reduces payroll expense by $32,921, $2,542 and $920

for the Pinal Valley, White Tank and Ajo systems, respectively.

11

13 Q.

14

12 RUCO Operating Income Adjustment No. 7 - Vehicles Service Costs

Has RUCO made an adjustment to the Company's pro forma service vehicle cost

adjustment, and if so why?

15 A. Yes. In its application, AWC states that this adjustment is "necessary to reflect current

16 116

17

18

costs related to the Company's fleet of service vehicles (emphasis added). A review of

the work papers accompanying the Company's service vehicle cost adjustment reveals,

however, that the Company made no adjustment to reflect the known and measurable

19 change in gasoline prices.

20

21

22

23
6 see Raker Direct, p.32, lines 9-10.
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H

1 Q. What was the average price per gallon paid by the Company for gasoline in the 2014

2 test year, and what price per gallon does RUCO propose in making its adjustment

3 to AWC's service vehicle cost adjustment?

4 A. During the test-year the average price per gallon paid by the Company was $3.174.

5 RUCO's adjusted price per gallon is $1 .8725. RUCO's adjusted closing price is computed

6 as an average annual price per gallon, using the average price (i.e., $1 .789) per gallon in

7 Arizona as of February 4, 2016 and the average price (i.e., $1.956) per gallon one year

8 earlier (($1 .789 + $1 .956) /2 = $1 .8725).7 Thus, RUCO's adjustment gives recognition to

9 a known and measurable decrease in the current cost of gasoline of $1.301 ($.174

10 $1 .8725 = $1 .301) over a one year period of time.

11

12 Q. What impact did RUCO's known and measureable change in fuel prices have upon

13 service vehicle costs in the Western Group?

14 A. As shown in Schedule JAC-12, RUCO's adjustment to reflect the current known and

15 measureable reduction in fuel prices decreases vehicle service costs by $11 ,220 for the

16 Western Group.8 RUCO's adjustment reduces the fuel component of service vehicle

17 expense by $9,389 for the Penal Valley system and $1 ,831 for the White Tank system.9

18

19

20

21

22

23

7 These average Arizona gas prices were obtained from AAA Daily Fuel Gauge Report
http://fuelgaugereport.aaa.com/states/aruzona/
8 In its prior rate filing, the Company made a fleet fuel adjustment increasing operating expenses, in part to reflect an
increase in the price of gasoline. in response to RUCO 7.02, the Company indicated that it does not expect gasoline
prices to remain at current levels.
9 Because the fuel component of the Company's vehicle service cost adjustment did not impact the Ajo system, RUCO
similarly made no adjustment to the service vehicle costs for the Ajo system.
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1

2 Q.

RUCO Operating Income Adjustment No. 8 - Rate Case Expense

What amount of rate case expense has the Company requested be authorized in

3 this proceeding?

4 A.

5

6

7

The Company requests recovery of rate case expense estimated to be $486,274,

amortized over three years. To facilitate recovery of this expense, in its application AWC

has proposed an income statement adjustment increasing operating expenses by

$40,606 for the Western Group.

8

9 Q.

10

Has RUCO proposed an adjustment reducing the amount of rate case expense

requested by the Company?

11 A. Yes. RUCO proposes recovery of rate case expense of $319,827 in this docket. In

12 arriving at this dollar figure, RUCO looked to see what the Commission authorized rate

13 case expense had been in the prior AWC Western Group rate filing litigated at Hearing.

14

15 Q. Was the prior AWC Western Group rate proceeding litigated at Hearing?

16 A.

17

No. The previous AWC Western Group rate proceeding was resolved by means of a

Settlement Agreement in Docket No. W-01445A-10-0517. Prior to that time, the last

18

19

20

21

Western Group rate proceeding to be fully litigated at Hearing was the Company's rate

filing in Docket No. W-01445A-04-0650. In that docket, in Decision No. 68302 (dated

November 14, 2005), the Commission authorized recovery of rate case expense in an

amount of $250,000.

22

23
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1 Q. Did RUCO use the $250,000 rate case expense figure authorized in Decision No.

2 68302 as a basis for its recommendation in the instant docket, and if so, how?

3 A. Yes. Although resolved by means of a Settlement Agreement, RUCO did file testimony

4 in Docket No. w-01445A-10-0517. In that docket, RUCO witness, Mr. Tim Coley,

5

6

7

borrowed upon the $250,000 authorized rate case expense in the prior Western Group

rate proceeding, making an upward adjustment for inflation to obtain his then

recommended $304,975 rate case expense in that proceeding.

8

9 Q. For purposes of RUCO's recommended rate case expense in this docket, have you

10

11

made an additional upward adjustment to Mr. Coley's recommended rate case

expense in the prior AWC rate proceeding (i.e., Docket No. 01445A-10-0517)?

12 A. Yes.

13 I

14

15

16

As shown in RUCO Direct Schedule JAC-13, in arriving at my $319,827

recommended rate case expense figure, make an upward 4.87 percent adjustment for

inflation to give recognition to the diminished purchasing power of the U.S. dollar over the

period, January 1, 2004 through July 1, 2011.10 RUCO's adjustment reduces rate case

expense by to the Company's proposed rate

17

18

19

20

21

22

23
10 The 4.87 percent inflation factor used to compute RUCO's recommended $319,827 rate case expense figure was
obtained from InflationData.com
http://inflationdata.com/lnflation/Inflation Calculators/Cumulative Inflation Calculator.aspx
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1 Q. What is RUCO's recommended rate case expense for each of the three Western

2 Group systems?

3 A.

4

As shown in Schedule JAC-13, individually RUCO's adjustment results in a reduction to

rate case expense of $48,622, $5,805 and $1,055 for the Pinal Valley, White Tank and

5 Ajo systems, respectively.

6

7 Q. Does RUCO its $319,827 recommended ra te  case expense to  bebelieve

8 reasonable?

g A.

10

11

12

Yes, as it is based on an amount previously awarded by the Commission in an AWC

Western Group rate docket, and has been updated for inflation on Mo occasions, thereby

ensuring that its purchasing power today is equivalent to that of the $250,000 Commission

authorized rate case expense in Decision No. 68302.

13

14

15 Q.

16

RUCO Operating Income Adjustment No. 9 - Property Tax Expense

What amount of property tax expense has the Company requested be authorized in

this proceeding?

17 A.

18

19

20

21

RUCO increased property tax expense in Pinal Valley and the White Tank systems in the

Western Group. Property taxes in Arizona are calculated on revenues in the water industry

and adjustments are being made to each system as a result of RUCO's recommended

increase in test year revenue. Property tax adjustments of $6,629 and $1 ,648 were made

to the Pinal Valley and White Tank systems accordingly.

22

23

24 25
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1

2 Q.

RUCO Operating Income Adjustment No. 10 - Income Tax Expense

What amount of income tax expense has the Company requested be authorized in

3 this proceeding?

4 A.

5

6

7

8

9

Federal and State income tax expense is directly related to taxable income as reported to

the taxing authorities. RUCO made adjustments to each of the Western Groups systems

income tax calculations as RUCO is recommending adjustments to both revenue and

expense items as proposed by the Company. Schedule JAC-16 is included for Pinal

Valley, White Tank and Ajo and provides the details of the Company's tax calculations

and RUCO's adjustments

10

11 SYSTEM IMPROVEMENT BENEFIT ("SIB")

12 Q.

13

Has AWC requested that a System Improvement Benefit ("SIB") mechanism be

approved by the Commission for the Western group in this filing?

14 A.

15

Yes. AWC has requested a SIB mechanism be approved for all three of the systems

included in the rate case application. The Company's cost estimates included in their

16 request are:

17

18

Pinal Valley service area
White Tank service areas
Ajo service area

TOTAL

$48,110,000
7,141 ,000

559,000
$55.810,000

19

20

21

22

23

24 26
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1 Q. What is a SIB mechanism?

2 A.

3

4

Basically, a SIB mechanism, if approved by the Commission, allows a company to

increase customer rates during the years between rate case applications, based on the

completion of projects included in the SIB mechanism request.

5

6 Q.

7

Wasn't there a recent opinion issued by the Arizona Court of Appeal's

declaring that the SIB mechanism is unconstitutional?

8 A. Yes. The Arizona Court of Appeals, ruled on August 18, 2015, that the SIB mechanism

9 is unconstitutional as there is no determination of "fair Value' at the time the SIB

10 mechanism rate(s) go into effect.

11

12 Q. What has transpired since the Court of Appeals ruling?

13 A.

14

15

The Arizona Corporation Commission petitioned the Arizona Supreme Court to review the

Court of Appeals' opinion in Residential Util. Consumer Office v. Ariz. Corp. Comm'n, 1

CA-CC 13-0002 and 1 CA-CC 14-0001 (Consolidated), 2015 WL 4911765 (Aug, 18,

16 2015).

17

18 Q. What was the outcome of the ACC's petition?

19 A. The Supreme Court of Arizona has agreed to hear the case and it is scheduled for oral

20 arguments on March 22, 2016.

21

22

23
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1 Q. In the meantime, what is RUCO's position on AWC's current request for a SIB

2 mechanism in this case?

3 A.

4

5

RUCO has opposed such a mechanism in all rate case applications where companies

have requested a SIB. RUCO continues to oppose a SIB mechanism and as of this filing,

the SIB is unconstitutional and should be denied by the Commission.

6

7

8 Q.

9

NITRATE COST RECOVERY MECHANISM ("NCRM")

Can you please explain why AWC believes that a new adjustor mechanism is

necessary in this rate case filing?

10 A.

11

12

13

14

15

16

Yes. As stated in Mr. Garfield's testimony, "Arizona Water also faces federally mandated

costs to build and operate treatment plants to remove high levels of nitrates from

groundwater in Arizona Water's Pinal Valley service area. Accordingly, Arizona Water

requests Commission authorization of an NCRM, identical in function to the ACRM.

Arizona Water must design and construct four nitrate removal facilities in the Pinal Valley

service area. The cost to design, construct, operate, and maintain these nitrate removal

facilities, as described in Mr. Schneider's pre-filed direct testimony, is even greater than

17 that of similarly-sized arsenic removal facilities.""

18

19

20

21

22

23
11 Mr. Garfield's Direct Testimony, page 7
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1 Q.

2

Is RUCO recommending that the NCRM be adopted by the Commission for AWC's

Pinal Valley service area?

3 A. No. RUCO is not recommending that the Commission adopt a new adjustor mechanism.

4

5

6

7

RUCO takes exception to this mechanism for the same reasons that RUCO

opposes a SIB mechanism. Both the SIB and the NCRM, if approved by the Commission,

allows the Company to increase ratepayer's rates without the benefit of a fair value

determination. RUCO continues to oppose a SIB mechanism as stated above and is now

8 also opposing the NCRM.

9

10 PURCHASE POWER ADJUSTOR MECHANISM ("PPAM")

11 Q. What is RUCO's position and recommendation regarding the Company's requested

12 purchased power adjustment mechanism?

13 A.

14

15

16

RUCO's recommends the Commission deny the Company's request for a PPAM. Such

an adjustor would allow an increase in rates without the benefit of determining fair value.

It's another instance of violating the Arizona constitution the same as the SlB that was

found by the Court of Appeal to be unconstitutional.

17

18 Q.

19

Would you please explain why the PPAM should be denied by the Commission in

this case as it was in the AWC rate case?

20 A.

21

22

Adjustment mechanisms traditionally have been established to mitigate the regulatory lag

for 1) volatile and 2) very large expense items (such as purchased coal, oil, and gas in

the case of electric utilities and purchased gas for natural gas distribution companies) that

23
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1

2

may have a negative impact on the financial health of a utility. In no instance should

automatic adjustment mechanisms be a substitute for a formal rate case.

3

4 ARIZONA CORPORATION RULES AND REGULATIONS

5 NARUC Uniform System of Accounts

6 Q. Is AWC in compliance with all of the applicable rules and regulations as published

7 in the Arizona Administrative Code ("A.A.C.")?

8 A.

9

10

11

No. There are two specific areas that RUCO has identified where the Company is not

complying with the A.A.C. The first issue is AWC's failure to maintain its books and

records in compliance with the NARUC Uniform System of Accounts and the second

issue has to do with the Company's failure to properly maintain depreciation reserve's for

12 each account or functional account.

13

14 Q. Can you please site the.A.A.C. specific language for the maintenance of its

15 accounts and records?

16 A. See A.A.C. R14-2-411 D.2. "Each utility shall maintain its books and records in conformity

17 with the NARUC Uniform System of Accounts ("USOA") for Class A, B, C and D Water

18 Utilities.ll

19

20 Q. Are you saying that AWC is not maintaining its books and records in conformity

with the current NARUC USOA?21

22 A. No. AEC maintains its books and records in conformity with the NARUC USOA as

23 published in 1976. However, NARUC has modified and reissued the USOA for water
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1 utilities in both 1984 and 1996, with the 1996 being the most recent updated and published

2 USOA.

3

4 Q.

5

Are there significant differences noted between the 1976 NARUC account numbers

compared to the most recent updates in 1996?

6 A. Yes. There are significant differences noted. Many on the account numbers used by

7 AWC today have been revised and updated by NARUC and are account numbers that

8 are being used by wastewater utilities today.

9

10 Q.

11

12

Has AWC offered an explanation to explain their non-compliance and failure to

comply with the existing NARUC guidelines as well as non-compliance with the

A.A.C.?

13 A. Yes. In the Company's response to Staff DR. BAB 1.17, they offer the following

14

15

16

17

explanation, "The ACC has not established any forum to consider the recommended 1984

or 1996 NARUC USOA. The ACC has never taken any action, whether by decision or

Rulemaking, to specifically adopt either the 1984 or 1996 NARUC USOA. Therefore, the

Company has continued to use the 1976 NARUC USOA."

18

19 Q. Does RUCO consider this a valid explanation for non-compliance?

20 A.

21

22

23

No. The use of a proper account numbering system is well defined by the A.A.C. The

responsibility for compliance is the responsibility of each Company and the onus should

not be put on the ACC to establish a forum just for the purpose of adopting revisions to

NARUC guidelines.
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1 Depreciation_Res_e[v¢8 Aqcqunts

2 Q. C a n  y o u  p l e a s e  e x p l a i n  t h e  o t h e r  n o n - c o m p l i a n c e  i s s u e  b e i n g  t h e  i n c o r r e c t

3 a c c o u n t i n g  f o r depreciat ion reserves?

4 A. Yes .  See  A.A.C .  R14-2 -102 ,  B .2 ,  "A  s epa ra te  r es e rv e  fo r  eac h  ac c oun t  o r  func t iona l

5 account shal l  be maintained. ll

6

7 Q. Is  AWC in compliance with t h i s  r e q u i r e m e n t ?

8 A. No. In  the  Company 's  response to  RUCO DR. 1 .13  (b)  the  AWC s ta ted ,  "The Company

g

10

11

12

does  not  main ta in  accumula ted deprec ia t ion  ba lances by  p lant  account.  A c c u m u l a t e d

deprec ia t ion  ba lances  by  sys tem are  p rov ided ."  In  the  Company 's  response  to  RUCO

DR. 3 .06 ,  a  fo l low-up to  RUCO DR. 1 .13  (b ) ,  AWC fu r ther  s ta ted ,  "The Company  does

not mainta in accumulated deprec iat ion balances by function."

13

14 Q.

15

So, in summary, the Company does not maintain separate depreciation reserves

for each account or by functional account as required by the A.A.C., correct?

16 A. Yes .  The  Company  is  c lear ly  in  v io la t ion  o f  the  A.A.C .  by  no t  ma in ta in ing  appropr ia te

17 depreciations reserve accounts.

18

19 Q.

20

Is RUCO aware of any other water or wastewater company that fails to comply with

the requirements of the A.A.C?

21 A. N o.  R U C O is  aw ar e  o f  no  o the r  w a te r  o r  w as tew a te r  c ompan ies  tha t  fa i l  to  mee t  the

22 reporting requirements as outl ined in the A.A.C.

23
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1 Q. Does RUCO know if AWC's California affiliate, SGVWC, maintains depreciation

2 reserves by plant account?

3 A. Yes, AWC's affiliate does maintain depreciation reserves by plant account.12

4

5 Q. What is RUCO's recommendation to resolve the critical non-compliance issues?

6 A. RUCO strongly recommends that the Company should be required, prior to their next rate

7 case filing for any of their systems, to comply with the rules and regulations as laid out in

8 A.A.C.

9

10 Q. Does your silence on any of the issues, matters, findings, or lack of adjustment

11 to and for other rate raking components addressed or not in your testimony of

12 any of the witnesses for the Company constitute your acceptance of their

13 positions on such issues, matters or findings?

14 A. No, it does not.

15

16 Q. Does this conclude your testimony?

17 A. Yes. It does

18

19

20

21

22

23

12 As shown in the Annual Reports filed with the California Public Utility Commission, San Gabriel Valley Water
Company maintains accumulated depreciation reserves by plant account.
ftp://ftp.cpuc.ca.gov/waterannualreports/2014/Class%20A/San%20Gabriel%20Valley%20-
%202014%20Annual%20Report.pdf
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Direct Schedules

TABLE OF CONTENTS TO JAC SCHEDULES

SCH.

NO.

PAGE
NO. TITLE

JAC-1 1 &2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

JAC-2 1 RATE BASE

JAC-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

JAC-4 1 RATE BASE ADJUSTMENT no. 1 _ POST-TEST YEAR PLANT & ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT NO. 2 INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 3 _ INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT NO. 4 _ INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 . INTENTIONALLY LEFT BLANK

JAC-5 1 a 2 RATE BASE ADJUSTMENT no. 6 _ WORKING CAPITAL AND LEAD/LAG STUDY

JAC-6 1 OPERATING INCOME

JAC-7 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

JAC-8 1 OPERATING INCOME ADJUSTMENT NO. 1 DEPRECIATION EXPENSE

JAC-9 1 OPERATING INCOME ADJUSTMENT no. 2 WEATHER NORMALIZATION

JAC-10 1 OPERATING INCOME ADJUSTMENT no. 3 TANK MAINTENANCE

1 OPERATING INCOME ADJUSTMENT NO 4 PAYROLL ANNUALIZATION ADJ. #t

1 OPERATING INCOME ADJUSTMENT NO. 5 PAYROLL ANNUALIZATION ADJ. #2

JAC-11, Page 1

JAC-11, Page 2

JAC-11, Page 3

JAC-12

1 OPERATING INCOME ADJUSTMENT NO. 6 PAYROLL ANNUALIZATION ADJ. #3

1 OPERATING INCOME ADJUSTMENT no.7 SERVICE VEHICLE EXPENSE

JAC~13 1 OPERATING INCOME ADJUSTMENT no. 8 RATE CASE EXPENSE

JAC-14 1 OPERATING INCOME ADJUSTMENT no g PROPERTY TAX EXPENSE

JAC-15 1 OPERATING INCOME ADJUSTMENT no. IO _ INCOME TAX EXPENSE

JAC-16 1 COST OF CAPITAL
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Pinal Valley System
Direct Schedule JAC-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1

2

$

$

$

$
3

4
$ $

5

6
$ $

7

56,001,472

2,380,502

4.25%

4,099,285

7.32%

1,718,784

1.6651
8 Is
g

10

$

$

$

$
11

Adiusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / LI )

Required Operating Income (L5 X LI)

Required Rate of Return on Fair Value Rate Base

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (JAC-1, Page 2)

Required Increase in Gross Revenue Requirement (L7 X L6)

Adjusted Test Year Revenue

Proposed Annual Revenue (Ls + LE)

Required Percentage Increase in Revenue (L8 / LE)

61 ,344,294

2,215,360

3.61 %

5,479,474

8.93%

3,26-4,114

1.6403

5,354,172 I

18,467,889

23,822,061

28.99%

18,591,737

21,453,741

15.39%

12 Rate of Return on Common Equity
10.75% 8.95%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule JAC-2, JAC-6, and JAC-14
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Arizona Water Company
Docket No. W-01445A_15-0277
Test Year Ended December 31, 2014

Wester Group - Pinar v
Direct Schedule JAC-1
Page 2 of 2

RUCO GROSS REVENUE CONVERSION FACTOR ("GRCF")

[A] [B] [C]LINE
NO. DESCRIPTION

1
Z
3
4
5
6

Calculatlbn of Gross Revenue Conversrbn Factor:
Revenue
Uncollectible FarNof
Revenues (LI - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE - LE)
RevenueConversion Factor (L1 I L5)

100.0000%
1.20%

98.8000%
38_7447%
60.0553%

1.6651

7
8
g

LG
11

Calculation of Unto/Iectt/ble Factor:
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 . LB)
Uncdiectibie Rate
Uncollectible Factor (LE " L10)

100.0D00%
38.2900%
61 .7100%

0.01200
G.7405%

100.G000° /u
6.5000%

9335000%
34.GOOO%
31 .7900%

Calculation of Et7ecfwe Tax Rafe:
12 Operating Income Before Taxes (Arizona Taxable Income)
13 Arizona State Income Tax Rate
14 Fedora\ Taxable income (L12 . L13)
15 Applicable Federal Income Tax Rate (Col. [CL L53)
16 Effective Federal Income Tax Rate (L14 x L15)
17 Combined Fedora\ and State Income Tax Rate (L13 + L16) 38.2900%

100.0000%
38.2900%
61 .7100%
0.7369%

0.4547%

Calculation of Effective Prooertv Tax Factor
18 Uni ty
19 Combined Federal and State Income Tax Rate (Col, [B], L17)
20 One Minus Combined Income Tax Rate (L18-L19)
21 Property Tax Factor
22 Effective Property Tax Factor (L20 x Let )
23 Combined Federal and State Income Tax and Property Tax Rate (Col. [B], L17 + L22) 38.7447%

s 4,099,285
2,380,502

24 Required Operating Income (Sch. JAC-1. Col. [B] Line 4)
25 Adjusted Test Year Operating Income (Loss) (Sch. JAC-1, Col, [B], L2)
26 Required Increase in Operating Income (L24 - L25) $ 1,718,784

$ 1,596,459
503,337

27 Income Taxes on Recommended Revenue (Col. [C], L52)
28 Income Taxes on Test Year Revenue (Col. [A], L52)
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L28) 1,093,122

$30 Recommended Revenue Requirement (Sch, JAC-1, Col. [B], Line 10)
31 Uncollectible Rate (L10)
32 Uncolllectible Expense on Recommended Revenue (L3D x L31 )
33 Adjusted Test Year Uncollectible Expense
34 Required Increase in Revenue to Provide for UncuNeclible Exp. (L32 - L33)

$
$

21 ,453,741
0.2100%
45,053

211 ,hes
(166,810)

$ 1,025,917
975,843

35 Property Tax with Recommended Revenue
36 Property Tax on Test Year Revenue
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36)
38 Total Required Increase in Revenue (Col. [B], L26 + L29 + L34 + L37) $

50,074
2,861 ,980

s
$
$
s

$
$
$
$

Calculation of Income Tax:
39 Revenue (Sch. JAC-1. Col. (Bl, Line 9 8= Sch. JAC-1, Col. [B}, L10)
40 Operating Expenses Excluding Income Taxes
41 Synchronized interest (Col. [C], L57)
42 Arizona Taxable Income (L39 - L40 - L41 )
43 Arizona State Income Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federal Taxable Income (L42 - L44)
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
47 Federal Tax on Second Income Bracket ($51,001 - $75.000) @ 25%
48 Federal Tax on Third Income Bracket ($75,001 $100,000) @ 34%
49 Federal Tax on Fourth Income Bracket ($100,001 . $335,000) @ 39%
50 Federal Tax on Fifth Income Bracket ($335,001 _$10,000,000) @ 34%

s
$
$
$
s
$
$

Test
Year
18,467,889
15,707,898

1 ,408,169
1 ,351 .821

4.9000%
66,239

1,285,582
7,500
6,250
8,500

91 ,650
323,198

$
$
$
$
s
$
s

RUCO
Recommended

21 ,453,741
15,757,933

1 ,408,169
4,287,638

4 .9000%
210.094

4,077,544
7,500
6,250
8,500

91 ,656
1,272,465

51
52

Total Federal Income Tax
Combined Federal and Slate Income Tax (L44 + L51)

$
s

437,098
503,337

s
$

1 ,386,365
1 ,596,459

340000%

S

53 Applicable Federal Income Tax Rate [Col. [C], L46 - Col. [A], L46] / [CoI. [C], L40 - Col, [AL L40]
54 Svnchronized Interest Calculation:
55 Rate Base
56 x Weighted Average Cost of Debt
57 Synchronized lnlerest $

56,001,472
2.5145%

1,408,169

I'll
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Arizona Water Company
Docket No. W-01445A-15-0-77
Test Year Ended December 31, 2014

Penal Valley System
Direct Schedule JAC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB
ADJUSTMENTS

(C)
RUCO

ADJ'TED
OCRB/FVRB

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service

$ $ $

$

1 ,989,297

7,647,074

16,648,575

14,061 ,976

125,319,344

7,229,460
172,895,726 $

(2,254,806)

(2,894,112)

(58,465)

40,104
(5,167,279) $

1 ,989,297

7,647,074

14,393,769

11 ,167,864

125,260,879

7,269,564
167,728,447

8
9

Less:
Accumulated Depreciation

Net Utility Plant in Service (LE less L8) s
(44,260,678)
128,635,048 $

117,932
(5,049,347) $

(44,142,746)
123,585,701

10 Advances in Aid of Construction $ (36,540,428) $ $ (36.540,428)

11
12
13

Contributions in Aid of Construction (ClAc)
Accumulated Amortization of CIAC

Net CIAC (L11 less L12) $

(29,481 ,326)
5,181 ,305

(24,300,021) S $

(29,481 ,326)
5,181 ,305

(24,300,021 )

14
15

Accumulated Deferred Income Taxes (ADIT)
Customer Deposits

(12,343,427)
(422,585)

(12,343,427)
(422,585)

16
Add:

Allowance for Working Capital $ 1,561,902 $ (293,475> $ 1268,427

I 17 Net Regulatory Asset / (Liability) 4,753,804 4,753,804

18
19

Rounding
TOTAL RATE BASE (Sum L's 9, 10, 13, & 14 Thru 18) $ 61 _344_294 $ (5,342,822) $ 56,001 ,472

References:
Column (A): Company Schedule B-1
Column (B): Schedule JAC-3
Column (C): Column (A) + Column (B)
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Penal Valley System
Direct Schedule JAC-5

Page 1 of 2

RATE BASE ADJUSTMENT no. G
ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

$1

2

3

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment $

201 ,938
(91 ,537)

(293,475)

Company Schedule B-5, PG. 1
RUCO Schedule JAC-6, Page 2

Line 2 - Line 1

4
5
6

$ 119,556
119,556

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Material and Supplies Inventories Per Company
Material and Supplies inventories Per RUCO
Adjustment $

7
8
g

$ 799,112
799,112

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment $

10
11
12

$ 441,295
441,295

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 10

Prepayments 81 Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment s

13 TOTAL ADJUSTMENT (See JAC-2, Column (K)) $ (293,475) Sum of Lines 3, 6, 9 & 12
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31 , 2014

Pima! Valley System
Direct Schedule JAC-5

Page 2 of 2
RATE BASE ADJUSTMENT no. 5 - CONT'D

LEADILAG DAY SUMMARY

(B) (D) (E)

LINE
no. DESCRIPTION

(A)
COMPANY
EXPENSES
AS FILED

RUCO
ADJUSTM'TS

(C)
RUCO

EXPENSES
AS ADJUSTED

(LEAD)/LAG
DAYS

DOLLAR
DAYS

Operating Expenses
$ $ $ $

(255,791 )
293,352
41 ,774

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15

Purchased Power
Payroll
Purchased Water
Chemicals
Property & Liability Insurance
Workman's Compensation Insurance
Health Insurance
Other Operating 8t Maintenance Expenses
Federal Current income Taxes
State Current Income Taxes
FICA Taxes
FUTA & SUTA Taxes
Property Taxes
Registration, Svc. Contracts, & Misc. Fees
Retirement Annuities (401 k)

2,071 .310
3,869,443

715,000
407,363
215,569
56,136

868,512
1,999,287
1,839,977

313,163
267,606

3,202
1,662,879

86,918
296,049

(36,962)

2.071 ,310
3,869,443

715,000
407,363
215,569
56,136

868,512
1,743,496
1,386,365

210,094
267,606

3,202
1,025,917

86,918
296,049

30.87
14.00

(57.84)
(18.1 1 )
(45.27)
(46.50)

(8.92)
(9.27)
37.00
37.00
14.00
83.10

212.00
(98.83)
34.72

63.941 ,344
54,172,209

(41,355,G00)
(7,377,346)
(9,758,802)
(2,610,325)
(7,747,127)

(16,162,211 )
51 ,295,506

7,773,489
3,746,483

266,068
217,494,340

(8,590,057)
10,278,820

16 Subtotal 14,072,414 42,374 13,222,980 315,366,791

17
18

Interest Expense $ $ 1 ,762,861 $ 1 ,762,861 90.83 $ 160,126,499

19 Subtotal $ $ 1,752,861 5 1,762,861 $ 160,126,499

20 Total $ 14,072,414 5 1,805,234 $ 14,985,841 $ 475,493,290

21 Expense Lag 31.73

22 Revenue Lag

Line 20, Col. (E) / (C)

Company B-5 Schedules

Line 22 - Line 21

29,50

23

24

(2.23)

s 14,985,841

25
_

Net Lag

RUCO Adjusted Expenses

Cash Working Capita!

Col. (C), Line 20

Line 23 X Line 24 / 365 Days (91 ,537)

26 Company As Filed Co. Schedule B-5, Page 2 201,938

27 Difference Line 25 - Line 26

28 ADJUSTMENT Line 27

$

$

(293,475)

(293,475)

NOTE: Dependent on System

References:
Column (A): - Company Schedule B-5
Column (B): RUCO Operating Income Adjustments (See Schedule JAC-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Penal Valley System
Direct Schedule JAC-6

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS
FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR
AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

S $ 123,848 s $ 2,862,004 s
1
2
3
4
5
6
7

Operating Revenues:
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

l

$

t 1298,361
5,412,782

957,969
121,650
216.003

18,006,765 $ 123,848 s

11,422,209
5,412,782

957,969
121,650
216,003

18,130,613 $ 2,862,004 s

14,284,213
5,412,782

957,969
121,650
216,003

20,992,617

8
9

Miscellaneous
Total Operating Revenues S

461.124
18,467,889 s 123,848 $

461,124
18,591,737 $ 2,862,004 $

461,124
21,453,741

s 1 .085,544
75,424

$ S $ $
6,434

1 ,085,544
81,858

t ,085,544
81 ,858

10
11
12
13
14
15
16
17
18
19
20
21
22
23

(2,437)
16,549
6.203

(128,940)
(20,132)

Operating Expenses:
Source of Supply

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative 8t General Expenses

Total Operations 8~ Maintenance Expense $

2,071 ,310
878

892,848
1 ,404,743
1 ,661 ,471
1 ,239,559

2,093
2,543,213

10,977,082 $
(133,467)
(255,791) $

2,071 ,310
(1,559)

909,397
1,410,946
1,532,531
1,219,427

2,093
2,409,746

10,721 ,292 $ $

2,071 ,271
(1,559)

909,397
1,410,946
1,532,531
1,219,427

2,093
2,409,746

10.721 ,253

24 Depreciation 8. Amortization Expense 3,963,576 ((17,932) 3,845,644 3,845,644

25
26
27
28
29
30

Taxes:
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ $ $ $
$

949,267
143,855
50,074

S

$

143,745
24,465

969,214
174,445

1 ,31 1 ,870 $

293,352
41,774
6,629

(9,326)
332,429 $

437,098
66.239

975,843
165,120

1544,300 $ 1_143_196 $

1,386,365
210,094

1,025,917
165,120

2,787,496

31
32

Total Operating Expenses
Operating Income

$
$

16,252,529
2,215,360

$
$

(41,293)
165,141

$
s

16,211,235
2,380,502

$
$

1,143,196
1,718,808

$
S

17,354,392
4,099,285

References:
Column (A):
Column (B):
Co\umn (C):
Column (D):
Column (E):

Company Schedule C-1
JAC-7, Columns (B) Thru (I)
Column (A) + Column (B)
JAC-7, Columns B Thru K
Column (C) + Column (D)

l
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Penal Valley System
Direct Schedule JAC-9

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 2
WEATHER NORMALIZATION

Line
£4 Description

Company
Proposed

RUCO
Adjustment

RUCO
Recommended

Company decrease to residential revenues $ (123,848) $ 123,848 $

Company Proposed Expense Adjustments
Source of Supply
Pumping
Water Treatment

(7,003)
(33,349)
(15,956)

7,003
33,349
15,956

Total Operating Expense Adjustment (56,308) 56,308 8

To reverse the weather normalization declining usage adjustment made by the Company which
decreased test-year operating revenues for the Pinal Valley system by $123,848, and decreased test-year
operating expenses for the Pinal Valley system by $56,308.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

Source:
Company Exhibit Schedule C-2 Appendix (Page 9 of 38)

-
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Arizona Water Company
Docket No. w-01445A-15-0277
Test Year Ended December 31, 2014

Pinal Valley System
Direct Schedule JAC-10

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 3
NORMALIZE TANK MAINTENANCE

Line

Western Group
Company
Proposed

RUCO RUCO
Adjustment Recommended

To reverse Company tank maintenance
normalization adjustment (IS-19) 231,105 (99,896) 131,210

White Tank
044

Total

Trans. 8< Dist.
Trans. & Dist.

Storage Tanks - Actual
Storage Tanks - Normalized

Pine! Valley

041
131 ,210
231 ,105 55,199 18,953

131,210
305,258

No.
1
2
3

4
5
6
7
8
9

10
11
12
13

14
15
16
17
18
19
20

Increase / (Decrease) $ 99,896 $ 55,199 $ 18,953 $ 174,048

AiQ
047
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Penal Valley System

Direct Schedule JAC-11
Page 1 of 3

OPERATING INCOME ADJUSTMENT no. 4
PAYROLL ANNUALIZATION ADJ. #1

REMOVAL OF PRO FORMA 3% SALARY INCREASE IN 2016

[A] [B]
Western Group - Payroll Annualization

[C] [D] [E] [F] [G]

Line

No. Western Group

Source of

Supply

Increase I
(Decrease)

Pumping
Increase I
(Decrease)

Water
Treatment
Increase I
(Decrease)

Transmission Customer
& Distribution Accounting

Increase I Increase /
(Decrease) (Decrease)

Administrative
& General
increase I
(Decrease)

Total
Increase I

(Decrease)

Penal Valley per RUCO
Penal Valley per Company

$ 9,991
_10,51_4

$ 120,689
_ 136801

$ 42,605
4_7,740_

$ 75,559
103,1§7

$ 9,757
39,062 ._

s 75,325
__91,623

333,927
- _419,907

$

RUCO Pinal Valley Adjustments s (523) s (16,112) s (s,1a5) $ (27,608) s (20,305) $ (16,298) s (8s,980)

White Tank per RUCO
white Tank per Company

$ $ 33,919
36,761

$ $ $ $ $

RUCO White Tank Adjustments $

9,471
__9,6i1 _ _

(170) s (2,841) $

32,906 10,598
18,262 _ 12,5_47 _

(356) $ (1,949) $

1,502 2,072

_3,68§_ 3 2 8 9 _

(2,184) s (1,214) s

90,470
9§>,183.

(8,713)

Ajo per RUCO
Ago per Company

s 5
16

$ $ $ 410
1,315

$ $ 754
1,190

$

RUCO Ago Adjustments $ _(_11) _s

148
_470 _

(321_) s -

252

.. 802

(548) § (905) $

383

_ 1.072 -

(688) $ (436)_ $

1,953
_4,868

(2,910)

Subtotal per RUCO
Subtotal per Company

$ 19,468
20,171

$ 154,757
17__4,032

$ 75,763
81 ,892

$ 86,568
117,029

$ 11,643
34,819

$ 78,151
- 96,099

426,350
_ _523,953 .

$

RUCO's Total WG Adjustments (703) s _(_19.274) s (6,039) $ (30,461) $ (23,177) $ (17,948) $_ (97,603)

Removal of 3 Percent 2015 Salary Increase
(97,603).

1
2
3
4
5

6
7
8
9
10
11

12
13
14
15
16
17

18
19
20
21
22
23

24
25 Increase/(Decrease) in Payroll Expenses --
26
27
28
29
30
31
32
33
34
35
36
37

Column [A]:
Column [B]:
Column [C]:
Column [D]:
Column [E]:
Column [F]:
Column [G}:

Payroll allocations made to Source of Supply function.
Payroll allocations made to Pumping function.
Payroll allocations made to Water Treatment function.
Payroll allocations made to Transmission 8t Distribution function.
Payroll allocations made to Customer Accounting function.
Payroll allocations made to Administrative & General function.
[A] + [8] + [C] + [D] + [E] + [F]
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Arizona Water Company
Docket No. W~01445A-15-0277
Test Year Ended December 31. 2014

Penal Valley System
Direct Schedule JAC-11

Page 2 of 3

OPERATING INCOME ADJUSTMENT NO. 5
PAYROLL ANNUALIZATION ADJ. #2

ADJUSTMENT TO REFLECT SHARING OF PAYROLL COSTS WITH CALIFORNIA AFFILIATE

[A] [B] Io
Wester Group - Payroll Annualizatinn

[D] (El [F] [GI [HI

Western Group

Source of
Supply

Increase /
(Decrease)

Pumping
Increase /
(Decrease)

Water
Treatment
Increase /
(Decrease)

Transmission
& Distribution

Increase /
(Decrease)

Customer
Accounting
Increase /
{Decreases

Administrative
& General
Increase /
(Decrease)

Taxes &401 K
Increase l
(Decrease)

Total
Increase /
(Decreases

Penal Valley per RUCO
Pinal Valley per Company

s 27,635
27,635

s 646,274
848,274

s 209,622
209,622

s 1,014,849
1,014,532

s 694,139
694,052

s 579,366
618,895

s 53,115
58,305

s 3,225,000
3,269,516

RUCO Penal Valley Adjustments s s s s 17 s 87 s (39,530) s (5,188) s (44,618)

While Tank per RUCO
White Tank per Company

s 15,208
15.208

s 130.094
130,094

$ 44,894
44.894

$ 76,203
76,202

s 74,897
74,890

s 39.548
42,601

$ 8,912
9,313

$ 389,757
393,203

RUCO White Tank Adjustments s s $ $ 1 $ 7 s (3,053) s (401) $ (3,446)

Ago per RUCO
Ago per Company

s 384
384

$ 11.031
11,031

$ 18,808
18_808

$ 31,078
31,076

$ 23,631
23,628

$ 14,216
15,320

s 2,907
3,052

$ 102,054
103,300

RUCO Ajc Adjustments 5 s $ $ 0 $ 2 $ (1,104) s (145) $ (1,246)

Subtotal per RUCO
Subtotal per Company

s 43.228
43,228

S 787,399
787,399

s 273,324
273,324

$ 1,122,129
1,122,110

$ 792,665
792,570

$ 633,131
676,818

$ 64,934
79,669

$ 3,716,811
3,766,119

RUCO's Tata\ WG Adjustments s $ $ $ 19 $ 96 $ (43,687) $ (5,735) $ (49,307)

s (49,307)

Line
No.

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27 Increase/(Decrease) in Payroll Expenses - Change in Employment status
28
29
30
31
32
33
34
35
36
37
38
39

Column [A]:
Column [B]:
Column [C]:
Column [D]:
Column [E]:
Column [F];
Column III:

Payroll allocations made to Source of Supply function,
Payroll allocations made to Pumping function.
Payroll allocations made to Water Treatment function.
Payroll allocations made to Transmission & Distribution function.
Payroll allocations made to Customer Accounting function.
Payroll allocations made to Administrative 8< General function.
[Al + [Bl + [Cl + [Di + [El + [F]

I
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Arizona Water Company
Docket no. W-01445A-15~0277
Test Year Ended December 31. 2014

Line

M Western Group

OPERATING INCOME ADJUSTMENT no. 6
PAYROLL ANNUALIZATION ADJ. #3

ADJUSTMENT TO REFLECT KNOWN AND MEASURABLE CHANGE IN EMPLOYMENT sTATus

[A] [8] [cl
Western Group . Payroll Annualization

[D] [E] iF]

Customer
Accounting

Increase /
(Decrease)

Administrative
& General

Increase I
(Decrease\

Payroll
Taxes & 401K

Increase /
(Decrease)

[G]

Penal Valley System
Direct Schedule JAC-11

Page 3 of 3

Total
Increase /

(Decrease)

[H]

Pinal Valley per RUCO
Pina\ Valley per Company

$ 27,635
27,635

$ 64G,274
546,274

s 209,622
209,522

$ 1,014,849
1 ,014,832

$ 694,137
G94,052

s 590,009
618,896

$ 54,169
58,305

s 3,235,694
3,269,616

RUCO Pinal Valley Adjustments $ $ $ $ 16 $ 85 $ (28,887) $ (4,136) $ (32,921)

White Tank per RUCO
White Tank per Company

s 15,208
15,208

$ 130,094
130,094

s 44,894
44,894

s 76,203
76,202

$ 74,897
74,890

$ 40.370
42,601

s 8,993
9.313

$ 390,680
393,203

RUCO White Tank Adjustments $ $ $ $ 1 $ 7 $ (2,231) $ (319)  $ (2,542l

Ago per RUCO
Ago per Company

$ 384
384

$ 11,031
11.031

$ 18.808
18,808

$ 31,076
31,076

$ 23,631
23,628

$ 14,514
15.320

$ 2,936
3952

$ 102,380
103,3004

RUCO Ago Adjustments s $ s $ o s 2 S (807)  $ (116)  $ (920)

Subtotal per RUCO
Subtotal per Company

$ 43,228
43,228

$ 787,399
787,399

$ 273,324
273,324

$ 1,122,129
1,122,110

$ 792,664
792,570

$ 644,893
676.818

$
s

66,098
70,669

$ 3,729,735
3,766,119

RUCO's Total WG Adjustments $ $ $ $ 18 s 94 s (31,925) $ (4,571) $ (36,383)

s (36,383)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
ZN
25

26
27 Increase/(Decrease) in Payroll Expenses .- Change in Employment Status

2B
29
30
31
32
33
34
35
36
37
38
39

Column [A]:
Column [B];
Column [C]:
Column [D]:
Column [E]:
Column [F]:
Column [G]:

Payroll allocations made to Source of Supply function.
Payroll allocations made to Pumping function.
Payroll allocations made lo Water Treatment function,
Payroll aIIoca6ons made to Transmission & Distribution function
Payroll allocations made to Customer Accounting function.
Payroll allocations made to Administrative & General function.
[A] + [B] + [C] + [D] + [E] + [F]
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31. 2014

Wester Group - Pima\ Valley System
Direct Schedule JAC-12

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 1
SERVICE VEHICLE COSTS

ADJUSTMENT TO REFLECT LOWER FUEL cosTs

[Al [Bl

Western Group - Fleet Fuel

[Cl [DI [El [Fl KG] [H]

Line
No. Western Group Cauitai

Source of
Supply

Increase /
(Decrease)

Water Transmission Customer
Pumping Treatment 8<Distribution Accounting

Increase/ Increase/ Increase/ Increase /
(Decreases (Decrease) (Decrease) (Decrease)

Administrative
& General
Increase /
(Decreases

Total
Increase /
(Decreases

3
4
5
6
7

Penal Valley per RUCO
Pinal Valley per Company

$ 10,037
11 .309

s 369
416

$ 19.241
21.679

$ 5,427
8,115

s 36,449
41 ,066

s 11,606
13,076

$ 1,025
1,155

$ 74,117
83,507

RUCO Pinal Valley Adjustments s (47) s (2,437) $ (688) $ (4,617) $ (1,470) s (130) s (9,389)

White Tank per RUCO
White Tank per Company

$ 1,655
1,956

$ 267
316

$ 4,161
4,919

$ 512
G05

$ 3,031
3,584

$ 2,041
2.413

$ 31
36

$ 10,043
11 ,874

RUCO White Tank Adjustments $ (49) $ (758) $ (93) $ (553) $ (372) $ (6) $ (1,831)

Ago per RUCO
Ago per Company

$ $ $ $ s $ $ $

RUCO Ago Adjustments $ $ s s $ $ $

Subtotal per RUCO
Subtotal per Company

$ 11 .692
13,265

$ 637
732

$ 23,402
26,598

$ 5.939
6,720

$ 39,480
44,650

$ 13,647
15,489

$ 1,056
1.191

$ 84,160
95,380

RUCO's Total WG Adjustments $ (96) $ (3,196) s (781) $ (5,170) $ (1,842) $ (135) $ (11,220)

Lower Fuel Costs $ (11,220)

The cost figures shown in column [A] are presented in the work papers accompanying Income Statement adjustment IS-16 , but ate not
included as an expense in the Company's IS-16 service vehicle cost adjustments. RUCO presents them for informational purposes only.
Fuel cost allocations made

Column [H]: [B] + [C] + [D] + [E] + [F] + [G]

Company average cost per gallon in 2014 test year: $ 3.1736

1 Average Arizona Price as of 2/4/2016
1 Year Ago Average Arizona Price

$ 1.789

1.956

1 .8725

8
9
10
11
12
13

14
15
16
17
18
19

20
21
22
23
24
25

26
27 Increase/(Decrease) in Service Vehicle Expenses -

28
29
30
31 Column [A]:
32
33 Columns [B] - [G]5
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53

Recent 12-Month Average Price

RUCO Adjustment to Cost per Gallon $ 1.3011

1 Average Arizona gas price data obtained from AAA Daily Fuel Gauge Report » - Arizona Fuel Prices
hl"Ip://fuelqaupereportaaa.com/states/arizona/
Downloaded February 4, 2016

ll I
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Pinal Valley System
Direct Schedule JAC-13

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 8
RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

(B) (C)
RUCO RUCO

ADJUSTMENT AS ADJUSTED

1 Rate Case Expense Total $ 486,274 $ (166,447) $ 319,827

2 Allocation Factor
0.87635

3 Pinal Valley System (Line 1 X Line 2) $ 280,282

4 Normalized Over 3 Years
3

5
$ 93,427

6

7

$

$

8

RUCO Adjusted Rate Case Expense (Line 3 / 3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

RUCO Adjustment (Line 7) (See JAC-8, Column (E))
$

142,049

(48,622)

(48,622)

RUCQ's Rate Case_Expen§e Adiu§tm§nt_Ca@uI4iorL

Decision. No. 68302, dated November 14, 2005, Approved
$250,000 for Arizona Water Company's Western Grc $ 250,000

Inflation Factor from January 1, 2004 thru July 1, 2011
per lnflationData.com 21 .99%

RUCO recommended Rate Case Expense in prior
Western Group rate case (Docket No. W-01445A-10 $ 304,975

Inflation Factor from July 1, 2011 thru January 31, 2016
per InflationData.com 4.87%

Reasonable rate case expense based on
Commission Decision No. 68302 $ 319,827

RUCO Rate Case Expense Adjustment

3-Factor Allocation Percentages Used by the Companv:

Penal Valley System
White Tank System
Ago System

0.87635
0.10462
0.01902

Western Group Total 1.00000
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Western Group - Pinal Valley System
Direct Schedule JAC-14

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT no. 4
PROPERTY TAXES

(A) (B)
LINE
no. Property Tax Calculation

RUCO
AS ADJUSTED

RUCO
RECOMMENDED

$ $

$

18.591 ,737
2

37,183,474
18.591 ,737

$

18,591 ,737
2

37,183,474

$ $

$ $

$

55,775,210
3

18,591 ,737
2

37,183,474 $

21,453,741
58,637,214

3
19,545,738

2
39,091,476

$ $

1
2
3

4a
Cb
5
6
7
8
g

10
11
12
13
14
15

RUCO Adjusted Test Year Revenues - 2014
Multiplied by 2
Subtotal (Line 1 * Line 2)
RUCO Adjusted Test Year Revenues - 2014
RUCO Recommended Revenue, Per Schedule TJC-7
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWlP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16) $

37,183,474
_ 189%

6,693,025 .
14.5800%

$

39,091,476
18.0%

7,036,466
14.5800%

16
17

RUCO Proposed Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax $ 975,843

969,214

_ _ _ _6.629_

$ 1,025,917

18

19
20
21

RUCO Test Year Adjustment (Line 16-Line 17)

Property Tax _ RUCO Recommended Revenue (Line 14 * Line 15)
RUCO Test Year Adjusted Property Tax Expense (Line 16)
Increase/(Decrease) to Properly Tax Expense

$ t,025,917
975,843
1.0513
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Pinal Valley System
Direct Schedule JAC-15

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 10
INCOME TAX EXPENSE

LINE
no.

(A) (B)

DESCRIPTION REFERENCE AMOUNT

FEDERAL INCOME TAXES:

1
$ 2,883,839

2
3
4

Operating Income Before Taxes
LESS:

Arizona State Tax
Interest Expense

Federal Taxable Income

Sch. JAC-7, Column cc), L28 + L22 + L23

Line 11
Note (A) Line 21

Line 1 - Line 2 - Line 3 $

102,854
1,408,169
1,372,815

5
6

Federal Tax Rate
Federal Income Tax Expense

Sch. JAC-1, Pg 2, Col. (D), L46
Line 4 X line 5 $

34.00%
466,757

STATE INCOME TAXES:

7
Line 1 $ 2,883,839

8
g

Operating Income Before Taxes
LESS:

Interest Expense
State Taxable Income Note (A) Line 21

Line 7 - Line 8 $
1,408,169
1,475,669

10

11

State Tax Rate

State Income Tax Expense

Tax Rate

Line 9 X Line 10 $

6.97%

102,854

TOTAL INCOME TAX EXPENSE:
12
13
14

Federal Income Tax Expense
State Income Tax Expense

Total Income Tax Expense Per RUCO

Line 6
Line 11

Line12 + Line 13

466,757
102,854
569.611

15

16

17

18

$

$

Total Federal Income Tax Expense Per Company (Per Company Sch. C-1, L30)

Total State Income Tax Expense Per Company (Per Company Sch. C-1, L31 )

RUCO Federal Income Tax Adjustment Line 12 - Line 15 $

RUCO State Income Tax Adjustment Line 13 - Line 16 $

143,745

24,465

323,012

78,389

I
I

19
20

$ 56,001 ,472
2.51 %

21

NOTE (A):
Interest Synchronization:
Adjusted Rate Base (Sch. TJC-2, Col. (H), L17)
Weighted Cost Of Debt (Sch. TJC-15 Col. (D), L'

interest Expense (L18 X L19) $ 1,408,169
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Arizona Water Company

Docket No. W-01445A-15-0277

Test Year Ended December 31, 2014

Pine! Va\ley System

Direct Schedule JAC-16

Page 1 of 1

COST OF CAPITAL

(A) (C)

LINE
no. DESCRIPTION

DOLIAR
AMOUNT

CAPITAL

RATIO

COST

RATE

1 Long-Term Debt $ 75,000,000 46.31% 5.43%

(D)
WEIGHTED

COST

RATE

2.51%

2 Common Equity 86,959. 196 53.69% 8.95% 4.81%

3 Total Capitalization $ 161,959,196 100.00%

4 WEIGHTED AVERAGE COST OF CAPITAL

References:

Columns (A) Thru (D): JAC Cost of Capital Testimony

(B)

II
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Wester Group - White Tank System
Direct Schedules

TABLE OF CONTENTS TO JAC SCHEDULES

SCH.
no .

PAGE
no. Tm.E

JAC-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

JAC-2 1 RATE BASE

JAC-3 1 SUMMARY OF ORlGlNAL COST RATE BASE ADJUSTMENTS
I

.
JAC-4 1 RATE BASE ADJUSTMENT NO. 1 - POST~TEST YEAR PLANT & ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no, 2 . INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 3 . INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 4 . INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 . INTENTIONALLY LEFT BLANK

JAC-5 1 & 2 RATE BASE ADJUSTMENT no. 6 - WORKING CAPITAL AND LEAD/LAG STUDY

JAC-6 1 OPERATING INCOME

JAC-7 1 SUMMARY OF OPERAT\NG INCOME ADJUSTMENTS

JAC-8 1 OPERATING INCOME ADJUSTMENT no. 1 DEPRECIATIONEXPENSE

JAC-9 1 OPERATING INCOME ADJUSTMENT no. 2 WEATHER NORMALIZATION

JAC-10 1 OPERAT\NG INCOME ADJUSTMENT NO. 3 TANK MAINTENANCE

1 OPERATING INCOME ADJUSTMENT NO. 4 PAYROLL ANNUALIZATION ADJ. #1

1 OPERATING INCOME ADJUSTMENT no. 5 PAYROLL ANNUALIZATION ADJ. #2

1 OPERATlNG INCOME ADJUSTMENT no. 6 PAYROLL ANNUALIZATION ADJ. #3

JAC-11, Page 1

JAC-11, Page 2

JAC-11, Page 3

JAC-12 1 OPERATING INCOME ADJUSTMENT no. 7 SERVICE VEHICLE EXPENSE

JAC-13 1 OPERATING INCOME ADJUSTMENT no. 8 RATE CASE EXPENSE

JAC-14 1 OPERATING INCOME ADJUSTMENT NO. 9 PROPERTY TAX EXPENSE

JAC-15 1 OPERAT\NG \NCOME ADJUSTMENT NO. 10 - INCOME TAX EXPENSE

JAC-16 1 COST OF CAPITAL

I



561,919$ $ 298,814
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

white Tank System
Direct Schedule JAC-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1
$ 5,107,756 $ 4,737,182

2
$ 113,125 $ 172,921

3
2.21% 3.65%

4
$ 456,242 $ 346,646

5

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE / L1)

Required Operating Income (Ls X LI )

Required Rate of Return on Fair Value Rate Base
8.93% 7.32%

6
$ 343,116 $ 173,725

7
1.6377 1.7200

8

9

10

11

Operating Income Deficiency (L4 - L2)

Gross Revenue Conversion Factor (TJC-1, Page 2)

Required Increase in Gross Revenue Requirement (L7 X LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (LB + LE)

Required Percentage Increase in Revenue (L8 / LE)

$ 2,310,991

$ 2,872,910

24.32%

$ 2,345,382

$ 2,644,196

12.74%

12 Rate of Return on Common Equity
10.75% 8.95%

References:
Column (A): Company Schedules A~1 and C-1
Column (B): RUCO Schedule JAC-2, JAC-6, and JAC-14

I
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-1
Page 2 of z

RUCO GROSS REVENUE CONVERSION FACTOR ("GRCF")

LINE
NO. DESCRIPTION

[A] [B] [C]

1
2
3
4
5
6

Calculation of Gross Revenue Corrverslbn Factor
Revenue
Uncollectible Factor
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE . LE)
Revenue Conversion Factor (L1 I L5)

1000000%
0.0000%

100.0000%
41 .8617%
58.1383%

1 .7200

7
8
9
10
11

Calculate/bn of Uncollectfible Faction
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 - LB)
Uncotfectible Rate
Uncollectible Factor (L9 " L10)

100.0000%
40.9274%
59.0726%

0.0000%
0.0000%

Calculaflbn of Effective TaxRate:
12 Operating Income Before Taxes (Arizona Taxable Income)
13 Arizona State Income Tax Rate
14 Federal Taxable Income (L12 _ L13)
15 Applicable Federal Income Tax Rate (Col. [C}, L53)
to Effective Federal Income Tax Rate (L14 x L15)
17 Combined Federal and Slate Income Tax Rate (L13 + L16)

100.0000%
4.9000%

95.1000%
37,8837%
36.0274%

40.9274%

100.0000%
40.9274%
59.0726%

1.5816%

Ca/cu/anbn of Effective Proneffv Tax Factor
18 Uni ty
19 Combined Federal and State Income Tax Rate (Col. [B], L17)
20 One Minus Combined Income Tax Rate (L18-L19)
21 Properly Tax Factor (Sch. TJC-9, Col. [B], L24)
22 Effective Properly Tax Factor (L20 x L21 )
23 Combined Federal and State Income Tax and Property Tax Rate (Col. [B], L17 + L22) 0.9343%

41.8617%

24 Required Operating Income (Sch. TJC-1, Col. [B] Line 4)
25 Adjusted Test Year Operating Income (Loss) (Sch. TJC~1, Col. [B], L2)
26 Required Increase in Operating Income (L24 _ L25)

$ 346,646
172,921

$ 173,725

27 Income Taxes on Recommended Revenue (Col [C], L52)
28 Income Taxes on Test Year Revenue (Col. [A], L52)
29 Required Increase fn Revenue lo Provide for Income Taxes (L27 - L28)

$ 135.001
14,639

120,362

$
30 Recommended Revenue Requirement (Sch. TJC-1, Col. [B], Line 10)
31 Uncollectible Rate (L10)
32 Uncolllectible Expense on Recommended Revenue (L30 x L31)
33 Adjusted Test Year Uncollectible Expense (Sch. TJC-6, Col. [C], L32)
34 Required Increase in Revenue to Provide for Uncollectible Exp, (L32 _ L33)

$

2,644,195
0.0000%

0
4,487

(4,487)

35 Property Tax with Recommended Revenue (Sch. TJC-9, Col. [B], L19)
36 Property Tax on Test Year Revenue (Sch. TJC-9, Col. [B], L20)
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36)
38 Total Required Increase in Revenue (Col. [B], L26 + L29 + L34 + L37)

$ 116,010
111,284

$
4,726

298,814

Calculation of Income Tax:
39 Revenue (Sch. TJC-1, Col. [B], Line 9 8 Sch. TJC-1, Col. [B], L10)
40 Operating Expenses Excluding Income Taxes
41 Synchronized Interest (Col. [C], L57)
42 Arizona Taxable Income (L39 - L40 - L41)
43 Arizona State Income Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federal Taxable Income (L42 _ L44)
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
47 Federal Tax on Second Income Bracket ($51,001 - $75,000) @ 25%
48 Federal Tax on Third income Bracket ($75,001 - $100,000) @ 34%
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
50 Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @ 34%

$
$
$
$

Test
Year

2,345,382
2,157,823

119,072
68,487

4.9000%
3,356

65,131
7,500
3,783

$ 298,814 $
$
$
$

$
$
$
$
s
s
S

$
$
s
$
Si
s
$

RUCO
Recommended

2,644, 196
2, 162,549

119,072
362,575
4.9000%

17,766
344,809

7,500
6,250
8,500

91 .650
3,335

51
52

Total Federal Income Tax
Combined Federal and Stale Income Tax (L44 + L51) $

$
11,283
14,639

$
$

117,235
135,001

53 Applicable Federal Income Tax Rate [COL [C], L46 . Col. [A], L46] / [Col. [C], L40 . Col. [A], L40]
37.8837%

54
55
56
57

Svnchronized Interest Calculation:
Rate Base
x Weighted Average Cost of Debt
Synchronized Interest

$

$

4,737,182
2.5136%
119,072
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Arizona Water Company

Docket No. w-01445A-15-0277

Test Year Ended December 31, 2014

White Tank System

Direct Schedule JAC-2

Page 1 of 1

RATE BASE - ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY

AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB

ADJUSTMENTS

(C)
RUCO

ADJ'TED

OCRB/FVRB

1

2

3

4

5

6
7

Plant Classification

intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service

$ s $

$

14,444

1,932,442

3,284,147

8,812,741

16,707,713

881,728
31,633,216 $

(342)

(1 ,482)

(350,567)
(352,391 ) $

14,444

1,932,442

3,284,147

8,812,399

16,706,231

531,161
31,280,825

8
g

Less:
Accumulated Depreciation

Net Utility Plant in Service (L7 less LB) $
(5,425,556)
26,207,660 s

11,568
(340,823) $

(5,413,987)
25,865,838

10 Advances in Aid of Construction $ (16, 185132) $ $ (16,185,732)

11
12
13

Contributions in Aid of Construction (CIAC)
Accumuiated Amortization of CIAC

Net CIAC (L11 less L12) $

(4,006,138)
458,417

(3,547,721 ) $ S

(4,006,138)
458,417

(3,547,721 )

14
15

Accumulated Deferred Income Taxes (ADIT)
Customer Deposits

(1 ,473_620)
(34,152)

(1 ,473,620)
(34,152)

16
Add:

Allowance for Working Capital $ 141,320 $5 (29,751 ) $ 111,568

17 Net Regulatory Asset / (Liability)

18
19

Rounding
TOTAL RATE BASE (Sum L's 9, 10, 13, a 14 Thru 18) $ 5,107,756 $ (370,574) $ 4,737,182

References:
Column (A): Company Schedule B-1
Column (B): Schedule JAC-3
Column (C): Column (A) + Column (B)

:
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-5

Page 1 of 2

RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

LINE
no.

(A) (B)

DESCRIPTION AMOUNT REFERENCE

1

2

3

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment

$

$

(21,040)
(50,791)
(29,751)

Company Schedule B-5, PG. 1
RUCO Schedule JAC-5, Page 2

Line 2 - Line 1

4
5
6

Material and Supplies Inventories Per Company
Material and Supplies Inventories Per RUCO
Adjustment

$ 14,273
14,273

$

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

7
8
g

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment

$ 95,402
95,402

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

10
11
12

Prepayments & Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment

$ 52,684
52,684

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 10

13 TOTAL ADJUSTMENT (See JAC-2, Column (K))
$ 29,751 ) Sum of Lines 3, 6, 9 & 12
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Arizona Water Company

Docket No. W-01445A-15-0277

Test Year Ended December 31 , 2014

White Tank System

Direct Schedule JAC-5

Page 2 of 2

RATE BASE ADJUSTMENT no. 6 . CONT'D

LEADILAG DAY SUMMARY

(B) (C)
RUCO

EXPENSES

AS ADJUSTED

(D) (E)

LINE
no. DESCRlPT\ON

(A)
COMPANY

EXPENSES

AS FILED

RUCO

ADJUSTM'TS

(LEAD)/LAG

DAYS

DOLLAR

DAYS

$ 286,661
476,932

$ $ 286,661
476,932

$ 8,849,233
6,677,049

(59,055)
36,384
7.628

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

Operating Expenses
Purchased Power
Payroll
Purchased Water
Chemicals
Property & Liability Insurance
Workman's Compensation insurance
Health Insurance
Other Operating & Maintenance Expenses
Federal Current Income Taxes
State Current Income Ta<es
FICA Taxes
FUTA 81 SUTA Taxes
Property Taxes
Registration, Svc. Contracts, & Misc, Fees
Retirement Annuities (401 k)

47,058
25,736
4,335

67,130
354,699
153,203
26,075
28,684

319
118,621
10,342
22,863

1,648

47,D58
25,736
4,335

67.130
295,644
117,235
17,766
28,684

319
116,010
10,342
22,863

30.87
14.00
41 .88

(18.11)
(45.27)
(46.50)
(8.92)
(9.27)
37.00
37.00
14.00
83.10

212.00
(98.83)
34.72

(852,228)
(1 ,165,054)

(201,586)
(598,797)

(2,740,619)
4,337,693

657,348
401,581
26,514

24,594,060
(1 ,022,120)

793,797

16 Subtotal 1 ,622,559 (13,395) 1,516,715 39,756,870

17
18

Synchronized Interest s 146,782 $ 146,782 90.83 s 13,332,733

19 Subtotal $ $ 146,782 $ 146,782 $ 13,332,733

20 Total $ 1 ,622,559 $ 133,388 $ 1,663,498 $ `53.089,603

21 31.91

22

Expense Lag

Revenue Lag

Line 20, Col. (E) / (C)

Company B-5 Schedules

Line 22 - Line 21

20.77

23

24

25

Net Lag

RUCO Adjusted Expenses

Cash Working Capital

Company As Filed26

27 Difference

Col. (C), Line 20

Line 23 X Line 24/ 365 Days

Co. Schedule B-5, Page 2

Line 25 . Line 26

28 ADJUSTMENT Line 27

$

$

<11 .14>

$ 1,663,498

(50,791)

(21,040)

(29,751l

(29,751)

NOTE: Dependent on System

References:
Column (A): - Company Schedule B-5
Column (B): RUCO Operating income Adjustments (See Schedule JAC-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)



Arizona Waler Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-6

Page 1 of 1

OPERATING \NCOME

LINE

no . DESCRIPTION

(A)
COMPANY

AS

FILED

(B)
RUCO

TEST YEAR
ADJM'TS

(C)
RUCO

TEST YEAR

AS ADJ'TED

(D)
RUCO
PROP'D

CHANGES

(E)
RUCO

AS
RECOMMID

1
2
3
4
5
6
7

Operating Revenues:
Residential
commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

s $ 34,391 $ $ 298,814 $

$

1,791,645
421,627

15,992
1,800

35.306
2,266,370 s 34,391 s

1,826,036
421 ,627

15,992
1,800

35.306
2,309,761 $ 298.814 s

2,124,849
421,627

15,992
1,800

35,306
2,599,575

8
g

44.621
2,310,991

Miscellaneous
Total Operaiirwg Revenues $ s 34.391 $

44,621
2.345.382 $ 298.814 s

44.621
2,644,196

s $ s s $
26,216 241 26,457 26,457

10
11
12
13
14
15
16
17
18
19
20
21
22
23

286,661 286,661 286,661

Operating Expenses:
Source of supply

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense $

178,709
231,997
171,716
154,650

2,636
260,129

1,312,714 s

8.170

(449)
(51,925)
(2,171)

(372)
(12,307)
(58,814) s

186,878
231,548
119,791
152,479

2,264
247,822

1,253,901 $ $

186,878
231,548
119,791
152,479

2.264
247,822

1,253,901

24 Depreciation & Amortization Expense 788,523 (11,531) 776,992 776,992

25
26
27
28
29
30

Taxes:
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ $ $
$

$ 105,952
14,410
4,726

$

$

(25,101)
(4,272)

109,635
16,366
96.528 $

36.384
7.628
1,648
(720)

44,940 $

11,283
3.356

111,284
15.646

141,568 $ 125,088 $

117,235
17,766

116,010
15.646

266,658

31
32

Total Operating Expenses
Operating Income

s
$

2,197,866
113,125

s
$

(25,405)
59,796

s
$

2,172,461
172,921

$
$

125,088
173,725

s
s

2,297,550
346,646

References:
Column [A]: Company Schedule C-1
Column (B): JAC-7, Columns [B] Thru [l]
Column [C]: Column [A] + Column [B]
Column [Dlz JAC-7. Columns [B] Thru [K]
Column [E]: Column [C] + Column [D]
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-9

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 2
WEATHER NORMALIZATION

Line
ML Description

Company
Proposed

RUCO
Adjustment

RUCO
As Adjusted

Company decrease to residential revenues $ (34,391) $ 34,391 $

Company Proposed Expense Adjustments
Source of Supply
Pumping
Water Treatment

$ (460) $
(1t,l/69)

(5,773)

460
11,769

5,773

$

Total Operating Expense Adjustment $ (18,092) $ 18,002 $

To reverse the weather normalization declining usage adjustment made by the Company which
decreased test-year operating revenues for the White Tank system by $34,391, and decreased test-year
operating expenses for the White Tank system by $18,002.

1

2

3

4

5

6

7

8
9

10

11

12
13
14

15

16
17

18
19

20

Source:
Company Exhibit Schedule C-2 Appendix (Page 10 of 38)

I'll



Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-10

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 3
NORMALIZE TANK MAINTENANCE

Line
No. Western Group

Company
Proposed

RUCO
Adjustment

RUCO
As Adjusted

To reverse Company tank maintenance
normalization adjustment (lS~19)
for the White Tank System

$ 55,199 $ (55,199) $

White Tank
044

Total

Trans. 8¢ Dist.
Trans. 8< Dist.

Pinar Valley
041
131,210
231,105

$Storage Tanks - Actual
Storage Tanks - Normalized 55,199 18,953

131,210
305,258

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20

Increase / (Decrease) 99,896 $ 55,199

A12
047

18,953 174,048



Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-11

Page 1 of 3

OPERATING INCOME ADJUSTMENT no. 4
PAYROLL ANNUALIZATION

REMOVAL OF PRO FORMA 3% SALARY INCREASE IN 2015

[A] [B]
Western Group - Payroll Annualization

[C] [D] [E] [F] [G]

Line
No. Western Group

Source of
Supply

Increase /
(Decrease)

Pumping
Increase I
lDecreasel

Water Transmission Customer
Treatment &Distribution Accounting
Increase I Increase / Increase /
(Decreases (Decrease) (Decrease)

Administrative
& General
I increase I
(Decrease)

Total
Increase I
(Decrease)

Penal Valley per RUCO
Penal Valley per Company

$ 9,991
10,514

$ 120,689
136,801

$ 42,605
47,740

s 75,559
103,167

s 9.757
30,062

$ 75,325
91,623

$ 333,927
419,907

RUCO Pinar Va\ley Adjustments $ (523) s (16,112) $ (5,135) $ (27,608) $ (20,305) $ (16,298) $ (85,980)

White Tank per RUCO
White Tank per Company

$ 9,471
9,641

$ 33,919
36,761

s 32,906
33,262

$ 10,598
12,547

$ 1,502
3,686

s 2,012
3,286

$ 90,470
99,183

RUCO White Tank Adjustments s (170) $ (2,841) $ (356) $ (1,949) $ (2,184) $ (1,214) s (8,113)

Ago per RUCO
Ago per Company

$ 5
16

$ 148
470

$ 252
800

$ 410
1,315

$ 383
1 ,072

$ 754
1,190

$ 1,953
4.863

RUCO Ago Adjustments S (11) $ (321) s (548) $ (905) s (688) $ (436) $ (2,910)

Subtotal per RUCO
Subtotal per Company

s 19,468
20,171

$ 154,757
174,032

$ 75,763
81,802

$ 86,568
117,029

$ 11,643
34,819

$ 78,151
96,099

s 426,350
523,953

RUCO's Total WG Adjustments S (703) s (19,274) $ (6,039) s (30,461) s (23,177) s (17,948) $ (97,603)

Increase/(Decrease) in Payroll and related Expenses s (97,603)

1
2
3
4
5
6
7

8
g
10
11
12
13
14
15
16
17
18
19

20
21
22
23
24
25

26
27

28
29
30
31
32
33
34
35
36
37
38
39

Column [A]:
Column [B]:
Column [C]:
Column [D]:
Column [E]:
Column [F]:
Column [G]:

Payroll allocations made to Source of Supply function, utilizing the methodology employed by the Company.
Payroll allocations made to Pumping function, utilizing the methodology employed by the Company.
Payroll allocations made to Water Treatment function, utilizing the methodology employed by the Company.
Payroll allocations made lo Transmission gt Distribution function, utilizing the methodology employed by the Company.
Payroll allocations made to Customer Accounting function, utilizing the methodology employed by the Company.
Payroll allocations made to Administrative gt General function, utilizing the methodology employed by the Company.
([Al + [B]+ [Cl + [D] + [E] + [FD

I



I l l l l l  _  -

Arizona Water Company
Docket Ng_ W~01445A-15-0277
Test Year Ender! December 31, 2014

White Tank System
Direct Schedule JAC-11

Page 2 of 3

OPERATING INCOME ADJUSTMENT no. 5
PAYROLL ANNUALIZATION ADJ. #2

ADJUSTMENT TO REFLECT SHARING OF PAYROLL cosTs WITH CALIFORNIA AFFILIATE

[A] [8] [Cl
Wester Group . Payroll Annualization

[D] [E] [F] [GI [H]

Wester Group

Source of
Supply

Increase /
(Decreases

Pumping
Increase /

Water
Treatment
Increase I

Transmission
& Distribution

Increase I

Customer
Accounting
Increase /

Administrative
& General
Increase I

Taxes &401 K
Increase I

Total
Increase /

s s s s s s $
Penal Valley per RUCO
Pina! Valley per Company

27,635
27,635

546,274
646,274

209,622
209,622

1,014,849
1,014,832

694,139
694,052

579,366
6tB,89S

53,115
58,305

$ 3,225,000
3.269.616

RUCO Penal Valley Adjustments s $ S s 17 s 87 s (39,530) $ (5,189) s (44,616)

s s s s s s s
White Tank per RUCO
WhiteTank per Company

15,208
15,208

130,094
130,094

44,894
44,894

76,203
76,202

74,897
74,890

39,548
42,601

8,912
9,313

s 389,757
393.203

RUCO White Tank Adjustments s s s s 1 s 7 s (3,053) s (401) s (3,446)

s $ s $ $ $ $
Ago per RUCO
Ago per Company

384
384

11,031
11,031

18,808
18,808

31,076
31 ,076

23,631
23,628

14,216
15,320

2,907
3,052

$ 102,054
103,300

RUCO Ago Adjustments s s s s 0 $ 2 $ (1,104) s (145) s (1,248)

$ s $ $ s $ s
Subtotal per RUCO
Sub!otaI per Company

43,228
43,228

787,399
787,399

273,324
273,324

1,122,129
1,122,110

792,666
792,570

633,131
676,818

64,934
70,669

s 3,716,811
3,766,119

$ $ $ s 19 $ 96 $ (43,687) $ (5,735) s (49,307)

Line
No.
1
2
3
4
5
6
7

8
9
10
11
12
13

14
15
16
17
18
19

20
21
22
23
24
25 RUCO's Total WG Adjustments
26
27 Increase/(Decrease) in Payroll Expenses _ Change in Employment Status
28
29
30
31
32
33
34
35
36
37
38
39

Column [A]:
Column [B]:
Column [C]:
Column [D]:
Column [E]:
Column [F]:
Column [G]:

Payroll allocations made to Source of Supply function.
Payroll allocations made to Pumping function.
Payroll allocations made to Water Treatment function.
Payroll allocations made to Transmission & Distribution function.
Payroll aflocalions made to Customer Accounting function.
Payroll allocations made to Administrative gt General function.
[Al + [Bl + [C] + [DI + [E] + [FI

(Decrease) (Decrease) (Decrease) (Decrease) (Decrease\ (Decrease)

s (49,307)

(Decrease)
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Arizona Water Company
Docket No. W-01445A.15.0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC» 11

Page 3 of 3

OPERATING INCOME ADJUSTMENT NO. 6
PAYROLL ANNUALIZATION ADJ. #3

ADJUSTMENT TO REFLECT KNOWN AND MEASURABLE CHANGE IN EMPLOYMENT STATUS

[Al [B] [C]

Western Group - Payroll Annualization

[D] [E] [F] [G] [H]

Line
No. W estern Group

Source of

Supply
Increase I
(Decrease)

Pumping
Increase I
(Decrease)

Water
Treatment
Increase I
(Decrease)

Transmission
8- Distribution

Increase I
(Decrease)

Customer
Accounting
\increase I
(Decrease)

Administrative
8- General
Increase I
(Decrease\

Payroll
Taxes & 401K

Increase I
(Decreases

Total
Increase /
(Decrease)

Pinal Valley per RUCO
Pima! Valley per Company

s 27,635
27,635

$ 646,274
646,274

s 209,622
209,622

$ 1,014,849
1\014,B32

$ 694,137
894,052

$ 590,009
618,896

s 54,169
58,305

$ 3,236,694
3,269,616

RUCO Pima\ Val\ey Adjustments s $ $ $ 16 $ 85 $ (28,887) $ (4,136) $ (32,921)

While Tank per RUCO
White Tank per Company

s 15,208
15,208

s 130,094
130,094

$ 44,894
44,894

s 76,203
76,202

s 74,897
74,890

s 40,370
42,601

$ 8,993
9,313

s 390,660
393,203

RUCO White Tank Adjustments s s s s 1 s 7 s (2 ,231) s (3 1 9 )  s (2,542)

Ago per RUCO
Ajo per Company

$ 384
384

$ 11,031
11,031

s 18,808
18,808

$ 31,076
31,076

S 23,631
23,628

S 14,514
15,320

$ 2,936
3,052

$ 102.380
103,390

RUCO Ago Adjustments s $ $ $ 0 $ 2 $ (807 )  $ (116 )  $ (920)

Subtotal per RUCO
Subtotal per Company

$ 43,228
43,228

$ 787,399
787,399

$ 273,324
273,324

$ 1,122,129
1,122,110

$ 792,664
792,570

$ 644,893
676,818

$
$

65,098
70,669

$ 3.729135
3,766,119

RUCO's Total WG Adjustments s $ $ $ 18 $ 94 $ (31,925) s (4,571) s (36,383)

Change in Employment Status s (36,383)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26
27 Increase/(Decrease) in Payroll Expenses
28
29
30
31
32
33
34
35
36
37
38
39

Column [A]:
Column (B):
Column [C]:
Column [D]:
Column [E];
Column (Fl:
Column [G]:

Payroll allocations made to Source of Supply function.
Payroll allocations mace to Pumping function.
Payroll allocations made to Water Treatment function.
Payroll allocations made to Transmission & Distribution function.
Payroll allocations made to Customer Accounting function.
Payroll allocations made to Administrative 8= General function

[A] + [B] + icy + [D] + [E] + [Fl

I
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Arizona Water Company
Docket No. W~01445A-15.02/7
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-12

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 7
SERVICE VEHICLE COSTS

ADJUSTMENT TO REFLECT LOWER FUEL COSTS

IA] [B]

Wester Group Service Vehicle Costs . Fuel Costs

[C] [D] [E] [F] [G] [H]

Capital

Source of
Supply

Increase I
(Decrease)

Pumping
Increase I
(Decrease)

Water
Treatment
Increase 1
(Decreases

Transmission
a Distribution
Increase I
(Decrease)

Customer
Accounting
\increase l
(Decreases

Administrative
& General
Increase /
(Decrease)

Total
Increase /
(Decreases

Penal Valley per RUCO
Pinal Valley per Company

$ 10,037
11,309

$ 369
416

$ 19.241
21,679

$ 5,427
6,115

s 36,449
41,066

s 11,606
13,076

$ 1,025
1,155

$ 74,117
83,507

RUCO Penal Valley Adjustments s (47) s (2,437) s (688) $ (4,617) $ (1,470) $ (130) s (9,389)

White Tank per RUCO
White Tank per Company

s 1,655
1,956

$ 267
316

s 4.151
4,919

$ 512
605

s 3.031
3,584

s 2,041
2,413

s 31
36

$ 10,043
11,874

RUCO White Tank Adjustments s (49) s (758) $ (93) s (553) s (372) s (6) s (1,831)

Ago per RUCO
Ago per Company

$ s s $ $ $ $ $

RUCO Ajo Adjustments $ $ $ $ s $ $

Subtotal per RUCO
Subtotal per Company

$ 11,692
13,265

$ 637
732

$ 23,402
26,598

$ 5,939
6,720

$ 39,480
44,650

$ 13,647
15,489

$ 1,056
1,191

s 84,160
95,380

RUCO's Total WG Adjustments $ (96) $ (3,196) $ (781) $ (5,170) $ (1,842) $ (135) $ (11,220)

s (11 ,220 )

Column [A]: The cost figures shown in column [A] are presented in the work papers accompanying Income Statement adjustment IS-16 , but ate not
included as an expense in the Company's IS-16 service vehicle cost adjustments. RUCO presents them for informational purposes only.
Fuel cost allocations madeColum ns [B] - [G]S

Line
8 8 Svstem
1
2 Western Group:
3
4
5
6
7

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26
27 Increase/(Decrease) in Fuel Expenses

28
29
30
31
32
33
34
35
36
37
38
39

Column [H]: ([Bl + [C] + [D] + [E] + [FI + [GD

|



$ (166,447)
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-13

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 8
RATE CASE EXPENSE

LINE
no. DESCRIPTION

(A)
COMPANY
AS FILED

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 486,274 $ (166,447) $ 319,827

2 Allocation Factor
0.10462

3 White Tank System (Line 1 X Line 2) $ 33,461

4 Normalized Over 3 Years
3

5

6

7

8

RUCO Adjusted Rate Case Expense (Line 3 /3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

RUCO Adjustment (Line 7) (See JAC-7, Column (I))

$

$

$

$

11,154

16,959

(5,805)

(5,805)

RUCO's Rate Case Expense Adjustment Calculation:

Decision No. 68302, dated November 14, 2005, Approved
$250,000 for Arizona Water Company's Western Group. $ 250,000

Inflation Factor from January 1, 2004 thru July 1, 2011
per InflationData.com 21 .99%

RUCO recommended Rate Case Expense in prior
Western Group rate case (Docket No. W-01445A-10-0517) s 304,975

Inflation Factor from July 1, 2011 thru January 31, 2016
per InflationData.com 4.87%

Reasonable rate case expense based on
Commission Decision No. 68302 $ 319,827

RUCO Rate Case Expense Adjustment

3-Factor Allocation Percentaqes Used by the Companv:

Penal Valley System
White Tank System
Ajo System

0.87635
0.10462
0.01902

Western Group Total 1 .00000

I
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-14

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT no. 9
PROPERTY TAXES

(A) (B)

LINE
no. Property Tax Calculation

RUCO
AS ADJUSTED

RUCO
RECOMMENDED

$ $

S

2,345,382
2

4,690,764
2,345,382

$

2,345,382
2

4,690,764

$ s

$ $

$

7,036,146
3

2,345,382
2

4,690,764 $

2,644,196
7,334,959

3
2,444,986

2
4,889,973

s $

1
2
3

pa
4b
5
6
7
8
9

10
11
12
13
14
15

RUCO Adjusted Test Year Revenues _ 2010
Multiplied bye
Subtotal (Line 1 * Line 2)
RUCO Adjusted Test Year Revenues _ 2010
RUCO Recommended Revenue, Per Schedule JAC-7
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP -
Less: Net Beck Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 _ Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16)

$

Z 6 9 i % 4
18.0%

844,337
13.1800%

$

4,889,973
18.0%

880,195
13,1800%

16

17
RUCO Proposed Property Tax Expense (Line 14 *
Company Proposed Property Tax

Line 15) $ 111,284
1031635

s 116,010

1464818

19
20
21

RUCO Test Year Adjustment (Line 16-Line 17)

Property Tax - RUCO Recommended Revenue (Line 14 * Line 15)
RUCO Test Year Adjusted Property Tax Expense (Line 16)
Increase/(Decrease) to Property Tax Expense

$ 116,010
111,284

4,726

22 Increase (Decrease) in P{roperty Tax Expense
Increase in Revenue Requirement
Increase/Decrease) to Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$
s

4,726
298,814
1.5816%



Arizona Water Company
Docket No. w-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-15

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 10
INCOME TAX EXPENSE

LINE
n o . DESCRIPTION

(A)
Adjusted
Test Year

(B)
As

Recommended

1 $ $

2

Company Federal Income Tax Proposed

RUCO Federal Income Tax Recommended

3 RUCO Federal Income Tax Adjustment $

(25-,101 )

_11 ,283

36,384 $

153,203

117,235

(35,968)

Company State Income Tax Proposed (4,272) 26,075

RUCO State Income Tax Recommended 3,356 17,766

RUCO State Income Tax Adjustment $ 7,628 $ (8,309)
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Arizona Water Company
Docket No. w-01445A-15-0277
Test Year Ended December 31, 2014

White Tank System
Direct Schedule JAC-16

Page 1 of 1

COST OF CAPITAL

(A) (B) (D)
W EIGHTED

COST

RATE

LINE
no. DESCRIPTION

DOLLAR

AMOUNT

CAPITAL
RATIO

COST

RATE

1 Long-Term Debt $ 75,000,000 46.31 % 5.43% 2.51%

2 86,959,196 53.69% 8.95% 4.80%

3

Common Equity

Total Capitalization $ 161,959,196 100.00%

4 WEIGHTED AVERAGE COST OF CAPITAL 7.32%

References:
Columns (A) Thru (D): JAC Cost of Capital Testimony

(C)

I I
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31 , 2014

Wester Group _ Ajo System
Direct Schedules

TABLE OF CONTENTS TO JAC SCHEDULES

SCH.
no.

PAGE
no. TITLE

JAC-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR

JAC-2 1 RATE BASE

JAC-3 1 SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS

JAC-4 1 RATE BASE ADJUSTMENT no. 1 . POST-TEST YEAR PLANT & ACCUMULATED DEPRECIATION

RATE BASE ADJUSTMENT no. 2 - INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 3 . INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 4 _ INTENTIONALLY LEFT BLANK

RATE BASE ADJUSTMENT no. 5 . INTENTIONALLY LEFT BLANK

JAC-5 1 a 2 RATE BASE ADJUSTMENT no. 6 _ WORKING CAPITAL AND LEAD/LAG STUDY

JAC~6 1 OPERATING INCOME

JAC-7 1 SUMMARY OF OPERATING INCOME ADJUSTMENTS

JAC-8 1 OPERATlNG INCOME ADJUSTMENT NO. 1 DEPRECIATION EXPENSE

JAC-9 1 OPERATING INCOME ADJUSTMENT no. 2 WEATHER NORMALIZATION

JAC-10 1 OPERATING INCOME ADJUSTMENT no. 3 TANK MAINTENANCE

1 OPERATING INCOME ADJUSTMENT no. 4 PAYROLL ANNUALIZATION ADJ. #1

1 OPERATING INCOME ADJUSTMENT no. 5 PAYROLL ANNUALIZATION ADJ. #2

JAc-11, Page 1

JAC-11, Page 2

JAC~11, Page 3

JAC-12

1 OPERATING INCOME ADJUSTMENT no. 6 PAYROLL ANNUALIZATION ADJ. #3

1 OPERATING INCOME ADJUSTMENT no. 7 SERVICE VEHICLE EXPENSE

JAC-13 1 OPERATING INCOME ADJUSTMENT NO. 8 RATE CASE EXPENSE

JAC-14 1 OPERATING INCOME ADJUSTMENT no. 9 PROPERTY TAX EXPENSE

JAC-15 1 OPERATING INCOME ADJUSTMENT NO, 10 . INCOME TAX EXPENSE

JAC-16 1 COST OF CAPITAL



$ 94,318 $ 28,608
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Western Group - Ajo System
Direct Schedule JAC-1

Page 1 of 2

REVENUE REQUIREMENT

LINE
no. DESCRIPTION

(A)
COMPANY

OCRB/FVRB
COST

(B)
RUCO

OCRB/FVRB
COST

1
$ 954,567

2

$

$ $ 47,910

3

965,735

28,644

2.97% 5.02%

4 $ $

5

Adjusted Original Cost/Fair Value Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (L2 / L1)

Required Operating Income (L5 X LI )

Required Rate of Return on Fair Value Rate Base

86,263

8.93%

69,851

7.32%

6
$ $

7

57,618

1.6369

21,941

1.3039

8

g
445,441

10

$

$

$

$

11

437,888

532,206

21 .54%

474,049

6.42%

12

Operating Income Deficiency (L4 - LE)

Gross Revenue Conversion Factor (TJC-1, Page 2)

Required Increase in Gross Revenue Requirement (L7 X LE)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Percentage Increase in Revenue (L8 / LE)

Consolidated Revenue Adjustment

13

14

$

$

$

$

$

$

15

16

Required Incense in Gross Revenue Under Company Proposed Consolidation

Required Revenue Under Company Proposed Consolidation

Required Percentage Increase in Revenue Under Company Proposed Consolidation

Rate of Return on Common Equity
10.75% 8.95%

References:
Column (A): Company Schedules A-1 and C-1
Column (B): RUCO Schedule JAC-2, JAC-6, and JAC-14
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Arizona Water Company

DocketNo. W-01445A-15-0277

Test Year EndedDecember 31, 2014

Direct Schedule JAC-1

Page 2 of 2

RUCO GROSS REVENUE CONVERSION FACTOR ("GRCF")

LINE
no.

[A] [B] [C]DESCRIPTION

1
2
3
4
5
6

Calculatrbn of Gross Revenue Conversion Factor:
Revenue
Uncollectible Factor (Company Sch. C-3, Page 2, L13)
Revenues (L1 - L2)
Combined Federal and State Income Tax and Property Tax Rate (Line 23)
Subtotal (LE _LE)
Revenue Conversion Factor (L1 ILL)

100.0000%
0.00%

100.0000%
23.3047%
768953%

1 .3039

7
8
g
10
11

Calculahbn of Uncollecttible Factor:
Unity
Combined Federal and State Tax Rate (Line 17)
One Minus Combined Income Tax Rate (L7 . La)
Uncollectible Rate
Uncollectible Factor (La " L10)

100.0000%
22.1140%
77.8860%

0.00000
0.0000%

CalculatiOn of Effective Tax Rate:
12 Operating Income Before Taxes (Arizona Taxable Income)
13 Arizona State Income Tax Rate
14 Federal Taxable Income (L12 . L13)
15 Applicable Federal Income Tax Rate (Col. [C], L53)
16 Effective Federal Income Tax Rate (L14 x L15)
17 Combined Federal and State Income Tax Rate (L13 + L16)

100.0000%
6.5000%

93.5000%
16.6995%
15.6140%

22.1140%

100.0000%
22.1140%
7788B0%

1 .5288%

CalculatiOn of Effective Pronertv Tax Factor
l a  Un i t y
19 Combined Federal and State Income Tax Rate (Col, [B], L17)
20 One Minus Combined Income Tax Rate (L18-L19)
21 Property Tax Factor (Sch. JAC-9, Col. [B], L24)
22 Effective Property Tax Factor (L20 x L21 )
23 Combined Federal and State Income Tax and Property Tax Rate (Col, [B], L17 + L22) 1.1907%

233047° /»

24 Required Operating Income (Sch. JAC-1, Col. [B] Line 4)
25 Adjusted Test Year Operating Income (Loss) (Sch. JAC-1, Col. [B], L2)
26 Required Increase in Operating Income (L24 . L25)

s 69,851
47,910

$ 21,941

27 Income Taxes on Recommended Revenue (Col. [C}, L52)
28 Income Taxes on Test Year Revenue (Col. [A], L52)
29 Required Increase in Revenue to Provide for Income Taxes (L27 - L28)

$ 12,406
6,176

6.230

$ 474,049
0.0000%

0

30 Recommended Revenue Requirement (Sch. JAC-1, Col. [B], Line 10)
31 Uncollectible Rate (L10)
32 Uncolllectible Expense on Recommended Revenue (L30 x L31 )
33 Adjusted Test Year Uncollernible Expense
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33)

$
s

0

35 Property Tax with Recommended Revenue (Sch. JAC-9, Col. [B], L19)
36 Property Tax on Test Year Revenue (Sch. JAC-9, Col. [B], L20)
37 Increase in Property Tax Due to Increase in Revenue (L35 _ 36)
38 Total Required Increase in Revenue (Col. [B], L26 + L29 + L34 + L37)

$
s

20,867
20,430

s
437

28,675

Calculation of Income Tax:
39 Revenue (Sch. JAC~1, Col. [B], Line 9 gr Sch. JAC-1, Col. [B], L10)
40 Operating Expenses Excluciing Income Taxes (Sch. JAC-6, Cots. [C] and [E])
41 Synchronized Interest (Col, [C], L57)
42 Arizona Taxable Income (L39 »  L40 - L41)
43 Arizona State Income Tax Rate
44 Arizona Income Tax (L42 x L43)
45 Federat Taxable Income (L42 - L44)
46 Federal Tax on First Income Bracket ($1 - $50,000) @ 15%
47 Federal Tax on Second Income Bracket ($51,001 . $75,000) @ 25%
48 Federal Tax on Third Income Bracket ($75,001 - $100,000) @ 34%
49 Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @ 39%
50 Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000I @ 34%

$
$
$
$

Test
Year

445,441
391,355
23,994
30,093

6.5000%
1 ,956

28,137
4,220

$
s
s
$

RUCO
Recommended

474,049
391,792

23,994
58,263

6.5000%
3,787

54,476
7,500
1,119

$
$
$
$
$
$
$

$
$
$
$
$
$
$

51 Total Federal Income Tax
52 Combined Federal and State Income Tax (L44 + L51)

$
s

4,220
6.176

$
$

8,619
12,406

53 Applicable Federal Income Tax Rate [CoI. [C], L46 - Col. [A], L46] / [Col. [C], L40 _ CoL [A], L40]
16.6995%

54
55
56
57

Svnchronized Interest Calculation:
Rate Base
x Weighted Average Cost of Debt
Synchronized Interest

$

s

954,567
2.5136%
23,994
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Arizona Water Company

Docket No. W-01445A-15-0277

Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-2

Page 1 of 1

RATE BASE . ORIGINAL COST

LINE
no. DESCRIPTION

(A)
COMPANY

AS FILED

OCRB/FVRB

(B)
RUCO

OCRB/FVRB

ADJUSTMENTS

(C)
RUCO

ADJ'TED

OCRB/FVRB

1

2

3

4

5

6
7

Plant Classification

Intangible Plant

Source of Supply Plant

Pumping Plant

Water Treatment Plant

Transmission & Distribution Plant

General Plant
Total Gross Plant in Service

$ $ s

$

4,578

11,236

103,468

4,305

2,057,913

393,164
2,574,654 $

(4,326)
(4,326) $

4,578

11,236

103,468

4,305

2,057,913

388,838
2,570,339

Less:
8
g

Accumulated Depreciation
Net Utility Plant in Service (L7 less L8)

$

-_ (1,186,265)
1,388,399

(201)
; 8522. $

(1,186,467)
1,383,872

10 Advances in Aid of Construction s (35,084) $ $ (35,084)

11
12
13

Contributions in Aid of Construction (CIAC)
Accumulated Amortization of CIAC

Net CIAC (L11 less L12)

(167,252)
28,097

(139,155) $

(167,252)
28,097

(139,155)

14
15

Accumulated Deferred Income Taxes (ADIT)
Customer Deposits

(267,931 )
(9,501)

(267,931 )
(9,501)

16
Add:

Allowance for Working Capital
$ 29,007 $ (6,641 ) $ 22,366

17 Net Regulatory Asset / (Liability)

18
19

Rounding
TOTAL RATE BASE (Sum L's 9, 10, 13, & 14 Thru 18)

$ 965,735 $ '(11869>' " §54,567 '

References:
Column (A): Company Schedule B-1
Column (B): Schedule JAC-3
Column (C): Column (A) + Column (8)

I
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31. 2014

Ago System
Direct Schedule JAC-5

Page 1 of 2

RATE BASE ADJUSTMENT no. 6
ALLOWANCE FOR WORKING CAPITAL

(A) (B)
LINE
no. DESCRIPTION AMOUNT REFERENCE

1

2

3

$ Company Schedule B-5, PG. 1
RUCO Schedule JAC-5, Page 2

Line 2 - Line 1

Working Cash Requirement Per Company
Working Cash Requirement Per RUCO
Adjustment s

(513)
(7,154)
(6,641)

4
5
6

$ 2,595
2,595

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 5 - Line 4

Material and Supplies Inventories Per Company
Material and Supplies inventories Per RUCO
Adjustment $

7
8
9

$ 17,346
17,346

Required Bank Balances Per Company
Required Bank Balances Per RUCO
Adjustment $

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 8 - Line 7

10
11
12

s 9,579
9,579

Company Schedule B-5, PG. 1
Company Schedule B-5, PG. 1

Line 11 - Line 10

Prepayments & Special Deposits Per Company
Prepayments & Special Deposits Per RUCO
Adjustment $

l
13 TOTAL ADJUSTMENT (See JAc-2, Column <K» $ (6,641) Sum of Lines 3, 6, 9 & 12
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Arizona Water Company

Docket No. W-01445A-15-0277

Test Year Ended December 31, 2014

Ajo System

Direct Schedu\e JAC-5

Page 2 of 2

RATE BASE ADJUSTMENT no. 6 . CONT'D

LEADILAG DAY SUMMARY

(A)
COMPANY

EXPENSES

AS FILED

(B) (D) (E)

LlNE
no. DESCRIPTION

RUCO

ADJUSTM'TS

(C)
RUCO

EXPENSES

As ADJUSTED

(LEAD)/LAG

DAYS

DOLLAR

DAYS

$ $ $ s1
2
3
4
5
6
7
8
g
10
11
12
13
14
15

Operating Expenses
Purchased Power
Payroll
Purchased Water
Chemicals
Property gt Liability Insurance
Workman's Compensation Insurance
Health Insurance
Other Operating 8= Maintenance Expenses
Federal Current Income Taxes
State Current Income Taxes
FICA Taxes
FUTA 8. SUTA Taxes
Property Taxes
Registration, Svc. Contracts, 8< Misc. Fees
Retirement Annuities (401 k)

4,903
118,010
117,312

5o2
4,679
1,568

24,173
36,170
28,967
4.930
8,841

99
21,529
1,893
8,270

(18,569)

4,903
118,010
117,312

502
4,679
1 ,568

24,173
17,601
8,619
3,787
8,841

99
20,524
1 ,893
8,270

30.87
14.00
38.97

(18.11 )
(45.27)
(46.50)
(8.92)
(9.27)
37.00
37.00
14,00
83.10

212.00
(98.83)
34.72

151,354
1,652,143
4,571 ,748

(9,087)
(211 ,828)
(72,914)

(215,624)
(163,165)
318,906
140,124
123,774

a,218
4,351 ,029
(187,127)
287,118

1

l

16 Subtotal 381 ,845 (18,569) 340,781 10,744,668

17
18

Synchronized Interest $ 27,752 s 27,752 90.83 $ 2.520.850

19 Subtotal $ $ 27,752 $ 27,752 35 2,520,850

20 Total $ 381,845 $ 9,184 $ 368,533 $ 13,265,518

21 36.00

22

Expense Lag

Revenue Lag

Line 20, Col. (E) / (C)

Company B-5 Schedules

Line 22 - Line 21

28.91

23

24 $

25

26

Net Lag

RUCO Adjusted Expenses

Cash Working Capita!

Company As Filed

27 Difference

Col. (C), Line 20

Line 23 X Line 24/ 365 Days

Co. Schedule B-5, Page 2

Line 25 - Line 26

28 ADJUSTMENT Line 27

$

$

(7.09)

368,533

(7,154)

(513)

(8,641 )

(6,641 )

NOTE: Dependent on System

References:
Column (A): - Company Schedule B-5
Column (B): RUCO Operating Income Adjustments (See Schedule JAC-7)
Column (C): Column (A) + (B)
Column (D): - Company Schedule B-5
Column (E): Column (C) X Column (D)

11-11



( .

Arizona Water Company

Docket No. W-01445A-15-0277

Test Year Ended December 31 , 2014

Ago System

Direct Schedule JAC-6

Page 1 of 1

OPERATING INCOME

LINE
no. DESCRIPTION

(A)
COMPANY

AS

FILED

(B)
RUCO

TEST YEAR

ADJM'TS

(C)
RUCO

TEST YEAR

AS ADJ'TED

(D)
RUCO

PROP'D

CHANGES

(E)
RUCO

AS
RECOMM'D

1
2
3
4
5
6
7

Operating Revenues:
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues

Total Water Revenues

$ 306,895
125,128

$ 7,552 $ 314,447
125,128

$ 28,608 $ 343,055
125,128

1 ,200
584

433,787 73552 . $

1 ,200
564

441,339 $ 28,608 $

1 ,200
564

469,948

8
g

Miscellaneous
Tote! Operating Revenues s

4,101
437,888 $ 7,552 s

4,101
445,441 $ 28,608 $

4,101
474,049

$ $ $ $ $117,312
(3,893) 4,512

117,312
618

117,312
618

4,903 4,903 4,903

10
11
12
13
14
15
16
17
18
19
20
21
22
23

Operating Expenses:
Source of Supply

Purchased Water
Other

Pumping Expenses
Purchased Power
Purchased Gas
Other

Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Sales Expense
Administrative & General Expenses

Total Operations & Maintenance Expense

18,038
23,870
58,757
38,982

46
59,465

317,480

493
371

(19,858)
(683)

S
(403).

(18,569) $

18,531
24,241
38,899
38,299

46

§§-W 2
298,911

18,531
24,241
38,899
38,299

46
56,062

298,911

24 Depreciation & Amortization Expense 66,337 (201) 66,136 66,136

25
26
27
28
29
30

Taxes:
Federal Income Taxes
State Income Taxes
Property Taxes
Other

Total Taxes

$ $ 5,196
2,122

$ $3 4,399
1,831

437

$

$

(975)
(166)

20,086
6,482

25,427 $
(260)

7,057 $

4,220
1,956

20,086
64221

32,484 6,667

8,619
3,787

20,524
6.221

39,151

31
32

Total Operating Expenses
Operating Income

_s
$

409,244
2_8.644

$
$

(11,713)
19,265

$
$

397,531
47,910

_$ - _

3 _
65667

21,941
_$_
$_

4`04,_1`98
69,851

References:
Column (A):
Column (B):
Column (C):
Column (D):
Column (E):

Company Schedule C-1
JAC-7, Columns (B) Thru (I)
Column (A) + Column (B)
JAC-7, Columns B Thru K
Column (C) + Column (D)
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31 , 2014

Ajo System
Direct Schedule JAC-9

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 2
WEATHER NORMALIZATION

Line

Description

(A)
Company
PrQpo§ed_

(B)
RUCO

AdLustrgent.

(C)
RUCO

As Adj_LI§t€d_

Company decrease to residential revenues $ (7,552) $ 7,552 $

Company Proposed Expense Adjustments
Source of Supply
Pumping
Water Treatment

(4,523)
(814)
(919)

4,523
814
919

Total Operating Expense Adjustment $ (6,256) $ 6,256 $

To reverse the weather normalization declining usage adjustment made by the Company which
decreased test-year operating revenues for the Ajo system by $7,552, and decreased test-year
operating expenses for the Ago system by $6,256.

No.

1
2

3
4
5

6
7
8
9

10
11
12

13
14
15
16
17
18

19
20

Column (A): Company Exhibit Schedule C-2 Appendix (Page 11 of 38)

J
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-10

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 3
NORMALIZE TANK MAINTENANCE

Description

(A)
Company
Proposed

(B)
RUCO

Adjustment

(C)
RUCO

As Adjusted

To reverse Company tank maintenance
normalization adjustment (IS-19)
for the Ajo system

$ 18,953 $ (18,953) $

Yvhit_e Tank

044
Tota!

Trans. 8¢ Dist. - Storage Tanks - Actual
Trans. 8< Dist. - Storage Tanks - Normalized

$

Pig al V_alley

041
131 ,210

231 ,105
$

55,199 18,953
$ 131,210

305,258

Line
No.
1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20

Increase / (Decrease) $ 99,896 $ 55,199 $ 18,953 $ 174,048

-11 I

82
047
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Line
No. Western Group

OPERATING INCOME ADJUSTMENT no. 4
PAYROLL ANNUALIZATION ADJ. #1

REMOVAL OF PRO FORMA 3% SALARY INCREASE IN 2016

[A] [B]
Western Group - Payroll Annualization

[D] IE]151 _[F] _

Ago System
Direct Schedule JAC-11

Page 1 of 3

Total
Increase I

fG1

Penal Valley per RUCO
Pinal Valley per Company

s 9,991
10,514

$ 120,689
136,801

$ 42,605
47,740

$ 75,559
103,167

$ 9,757
30,062

$ 75,325
91 ,623

$ 333,927
419,907

RUCO Pinal Valley Adjustments (523) (16,112) (5,135) _(27;608) (20,305) _ (16,298) (85,980)

White Tank per RUCO
White Tank per Company

$ 9,471
9,641

$ 33,919
36,761

$ 32,906
33,262

$ 10,598
12,541

$ 1,502
3,686

$ 2,072
3,286

$ 90,470
99,183

RUCO White Tank Adjustments (_170) (2,841) (356) (1,949)_ (2,184) _(1,214) (8,713)

Ago per RUCO
Ago per Company

$ 5
is

s 148
470

$ 252
_s00

s 410
1,a15

$ 383
1,012

s 154
1,190

s 1,953
4,863

RUCO Ajo Adjustments (11) _ _(321) -- (548) (905) (688) . (436) (2910)

Subtotal per RUCO
Subtotal per Company

$ 19,468
20_171

$ 154,757
174,032

$ 75,763
81,802

s 86,568
117,029

$ 11,643
34,819

$ 78,151
96,099

$ 426,350
523,953

RUCO's Total WG Adjustments (703) (19,274) (6,039) (30,461) (23,177) (17,948) (97,603)

s (97,603)

1
2
3
4
5
6
7

8
9

10
11
12
13

14
15
16
17
18
19

20
21
22
23
24
25

26
27 Increase/(Decrease) in Payroll Annualization Expenses -- 3% Salary Increase in 2016
28
29
30
31
32
33
34
35
36
37
38
39

Column [G]: Columns [A] + [B] + [C] + [D] + [E] + [F]

(Decrease)
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Arizona Water Company
Docket No. W-01445/A~15-0277
Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-11

Page 2 of 3

OPERATING INCOME ADJUSTMENT no. 5
PAYROLL ANNUALIZATION ADJ. #2

ADJUSTMENT TO REFLECT SHARING OF PAYROLL COSTS WITH CALIFORNIA AFFILIATE

IA] [8] IC]

Western Group - Payroll Annualization

[D] [EI [F] [G] [H]

Line
N<>. WesternGroup

Source gt
Supply

Increase I
(Decrease\

Pumping
Increase I
(Decrease)

Water
Treatment
Increase I
(Decrease)

Transmlsslon
a. Distribution

Increase I
(Decrease)

Customer
Accounting
Increase I
(Decrease)

Administrative
& General
Increase I
(Decrease)

Taxes a. 401K
Increase I
(Decrease)

Total
Increase I
(Decrease)

Penal Valley per RUCO
Pinal Valley per Company

s 27,635
27,635

s 646,274
646,274

$ 209.622
209,622

$ 1,014,849
1 ,014,832

$ 694,139
694,052

s 579,366
618,896

s 53.115
58,305

s 3,225,000
3,289,616

RUCO Penal Valley Adjustments s s s s 17 $ 87 $ (39,530) 5 (5,189) s (44,618)

White Tank per RUCO
White Tank per Company

s 15,208
15.208

$ 130,094
130,094

s 44,894
44,894

s 76,203
76,202

$ 74,897
74,890

s 39,548
42,601

$ 8,912
9,313

$ 389,757
393,203

RUCO White Tank Adjustments s $ $ $ 1 $ 7 $ (3,053) s (401) s (3,446)

Ago per RUCO
Ajo per Company

s 384
384

s 11,031
11,031

s 181808
18,808

s 31,076
31,075

s 23,631
23,828

s 14,216
15,320

s 2,907
3,052

s 102,054
103.300

RUCO Ala Adjustments s s s s 0 s 2 s (1,104) s (145) s (1,246l

Subto!aI per RUCO
Subtotal per Company

s 43,228
43,228

$ 787,399
787.399

$ 273,324
273,324

$ 1,122,129
1,122,110

$ 792.668
792,570

$ 633.131
676,818

$ 64,934
70,569

$ 3,716.811
3,766.119

RUCO's Total WG Adjustments s $ $ $ 19 $ 96 $ (43,687) $ (5,735) s (49,307)

s (49,307)

1
2
3
4
5
6
7

8
9
10
11
12
13

14
15
16
17
18
19

20
21
22
23
24
25

26
27 Increase/(Decrease) in Payroll Expenses - To Reflect Sharing of Costs with California Afmiaze
28
29
30
31
32
33
34
35
36
37
38
kg

Column [A];
Column [B]:
Column [C]:
Column [D]:
Column [E]:
Column [F]:
Column [G]:

Payroll allocations made to Source of Supply function.
Payroll allocations made to Pumping function.
Payroll allocations made to Water Treatment function.
Payroll allocations made to Transmission & Distribution function.
Payroll allocations made to Customer Accounting function.
Payroll allocations made to Administrative & General function.
iA + [Bl + icy + [DI + (EI + [Fl
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Arizona Water Company
Docket No. W~01445A-15-0277
Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-11

Page 3 of 3

OPERATING INCOME ADJUSTMENT no. 6
PAYROLL ANNUALIZATION ADJ. #3

ADJUSTMENT TO REFLECT KNOWN AND MEASURABLE CHANGE IN EMPLOYMENT STATUS

[A] [B] [C]
Western Group - Payroll Annualization

[D] [E] [F}" [G] [H]

Line
No. _ Western Group

Source of
Supply

Increase I
(Decrease)

Pumping
Increase I
(Decrease)

Water
Treatment
Increase I
(Decrease)

Transmission
& Distribution

Increase I
(Decrease)

Customer
Accounting
Increase I
(Decrease)

Administrative
& General
Increase I
(Decrease)

Payroll
Taxes 8= 401 K

Increase I
(Decrease)

Total
Increase I
(Decrease)

Pinal Valley per RUCO
Pinal Valley per Company

$ 27,635
27,6_35

$ 646,274
646,274

$ 209,622
209,622

$ 1,014,849
1,014,832

s 694,137
694.052

$ 590.009
_61B,896

$ 54,169 3,236,694
5_8,305 3_269p16

$

RUCO Pinal Valley Adjustments $ $ $ $ 16 $ 85 s (28,887) $ (4,136) $ (32,921)

White Tank per RUCO
White Tank per Company

$ 15,208
15.208

$ 130,094
130,094

$ 44,894
44,894

$ 76,203
76.202

$ 74,897
74,890

s 40,370
42,601

$ 8,993
9,313

$ 390,660
393,203

RUCO White Tank Adjustments $ $ s $ 1 s 7 $ (2,231) $ (319) $ (2,542)

Ago per RUCO
Ajo per Company

$ 384
384

$ 11,031

11,0131
s 18,808

18,808
s 31,076

31,076
s 23,631

23,628
s 14,514

15,320
$ 2,936

3.052
s 102,380

103,300

RUCO Ago Adjustments $ s s s 0 s 2 $ (807) $ (116) $ (920)

Subtotal per RUCO
Subtotal per Company

$ 43,228
43,228

$ 787,399
787,399

s 273,324
273,324

$ 1,122,129
1_122,110

$ 792,664
792,570

$ 644,893
676,818

$
$

66,098
70,669

$ 3,729,735
3.7G5,119

RUCO's Total WG Adjustments $ $ $ s 18 s 94 s (31,925) $ (4,571) s (36,383)

s (36,383)

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
LG
17
18
19
20
21
22
23
24
25
26
27 Increase/(Decrease) in Payroll Expenses -- Change in Employment Status
28
29
30
31
32
33
34
35
36
37
38
39

Column [A]:
Column [B];
Column [C]:
Column [D]:
Column [E]:
Column {F];
Column [G]:

Payroll allocations made to Source of Supply function.
Payroll allocations made to Pumping function.
Payroll allocations made to Water Treatment function.
Payroll allocations made to Transmission 8= Distribution function.
Payroll allocations made to Customer Accounting function.
Payroll allocations made to Administrative & General function,
[A] + [B] + [Ci + [D] + [E] + [F]
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-12

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 7
SERVlCE VEH\CLE COSTS

ADJUSTMENT TO REFLECT LOWER FUEL COSTS

[Al [Bl
Western Group - Service Vehicle Costs - Fuel Costs

[Cl [D] [El [Fl [G] [H]

Line
No. Western Group

Capital

Source of
Supply

increase I
(Decrease)

Pumping
increase I
(Decrease)

Water
Treatment
Increase I
(Decrease)

Transmission
a Distribution

Increase I
(Decrease)

Customer
Accounting
Increase I
(Decrease)

Administrative
& General
Increase /
(Decrease)

Total
Increase I
(Decreases

Penal Valley per RUCO
Pinal Valley per Company

$ 10,037
11,309

$ 369
416

$ 19,241
21 ,G79

$ 5,427
6,115

$ 36,449
41 ,066

$ 11,605
13,076

$ 1,025
1,155

$ 74,117
83,507

RUCO Pima! Valley Adjustments s (47 )  $ (2,437) $ (688) $ (4,617) $ (1,470) $ (130)  $ (9,389)

White Tank per RUCO
White Tank per Company

5 1,655
1,956

$ 267
316

$ 4.161
4,919

s 512
605

$ 3.031
3,584

5 2,041
2,413

s 31
36

$ 10.043
11,874

RUCO White Tank Adjustments $ (49 )  $ (758)  $ (93 )  $ (553) $ (372)  s ( 6 )  $ (1,831)

Ago per RUCO
Ajo per Company

$ $ $ s $ $ s s

RUCO Ago Adjustments $ $ s s s $ $

Subtotal per RUCO
Subtola\ per Company

$ 11,692
13,265

$ 637
732

$ 23,402
26,598

$ 5,939
6,720

$ 39,480
44,650

$ 13.647
15,489

$ 1.056
1,191

$ 84,160
95,380

RUCO's Total WG Adjustments $ (96 )  $ (3,196) s (781) $ (5,170) $ (1,842) s (135)  $ (11,220)

$ (11,220)

The cost figures shown in column [A] are presented in the work papers accompanying Income Statement adjustment IS-16 , but ate not
included as an expense in the Compares IS-16 service vehicle cost adjustments, RUCO presents them for informational purposes only.
Fuel cost allocations made

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

26
27 Increase/(Decrease) in Fuel Expenses

28
29
30
31 Column[A]:
32
33 Columns [B]-[G]:
34
35
36
37
38
39

Column [H]: (181 + [C] + [D] + [E] + IF] + [GD
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-13

Page 1 of 1

OPERATING INCOME ADJUSTMENT no. 8
RATE CASE EXPENSE

LINE
no. Western Group

(A)
COMPANY
AS FlLED

(B)
RUCO

ADJUSTMENT

(C)
RUCO

AS ADJUSTED

1 Rate Case Expense Total $ 486,274 $ (166,447) $ 319,827

2 Allocation Factor 0.01902

3 Ago System (Line 1 X Line 2) $ 6,084

4 Normalized Over 3 Years 3

5 2,028

6

7

$

$

$

8

RUCO Adjusted Rate Case Expense (Line 3 / 3 Years)

Company Rate Case Expenses As Filed (Company Sch. C-2)

RUCO Pro Forma Rate Case Expense (Lines 5 - 6)

RUCO Adjustment (Line 7) (See JAC-8, Column (E)) $

3,083

(1,055)

(1,055)

RUCO's Rate Case Expense Adjustment Calculation:

Decision No. 68302, dated November 14, 2005, Approved
$250,000 for Arizona Water Company's Western Gro $ 250,000

inflation Factor from January 1, 2004 thru July 1, 2011
per lnflationData.com 21 .99%

RUCO recommended Rate Case Expense in prior
Western Group rate case (Docket No. W-01445A-10- $ 304,975

Inflation Factor from July 1, 2011 thru January 31, 2016
per InflationData.com 4.87%

Reasonable rate case expense based on
Commission Decision No. 68302 $ 319,827

RUCO Rate Case Expense Adjustment

3-Factor Allocation Percentaqes Used bV the Companv:

Pinal Valley System
White Tank System
Ago System

0.87635
0.10462
0.01902

Western Group Total 1 .00000

Illll
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Ajo System
Direct Schedule JAC-14

Page 1 of 1

RUCO OPERATING INCOME ADJUSTMENT no. g
PROPERTY TAXES

(A) (B)

LINE
n o . Property Tax Calculation

RUCO
AS ADJUSTED

RUCO
RECOMMENDED

$ $

$

445,441
2

890,882
445,441

$

445,441
2

890,882

$ $

$ $

$

1 ,336,322
3

445,441
2

890,882 S

474,049

1 ,364,931

3
454,977

2
909,954

$ $

1
2
3

pa
4b
5
6
7
8
g

10
11
12
13
14
15

RUCO Adjusted Test Year Revenues - 2010
Multiplied by 2
Subtotal (Line 1 * Line 2)
RUCO Adjusted Test Year Revenues _ 2010
RUCO Recommended Revenue, Per Schedule JAC-7
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mutilplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C-2, Page 3, Line 16)

$

890,882
18.0%

160,359
12.7400%

909,954
_18.0%.

163,792
12.7400%

16
17

RUCO Proposed Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax

$ 20,430
24,146

(3,716)
18

19
20
21

RUCO Test Year Adjustment (Line 16-Line 17)

Property Tax - RUCO Recommended Revenue (Line 14 * Line t5)
RUCO Test Year Adjusted Property Tax Expense (Line 16)
Increase/(Decrease) to Property Tax Expense

$

-_ -_

20,867
20,430
_ 437_

22
23
24

Increase/(Decrease) to Property Tax Expense
Increase in Revenue Requirement
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (Line19/Line 20)

$ 437
28,608

0.015288
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Arizona Water Company
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

Ago System
Direct Schedule JAC-16

Page 1 of 1

COST OF CAPITAL

(A) (B) (C) (D)
WEIGHTED

COST
RATE

COST
RATE

LINE
no.

1 Long-Term Debt

DESCRIPTION

$ 75,000,000

DOLLAR
AMOUNT

CAPITAL
RATIO

46.31% 5.43% 2.51%

2

3

Common Equity

Total Capitalization

86,959,196

$ 161,959,196

53.69%

100.00%

8.95% 4.80%

4 WEIGHTED AVERAGE COST OF CAPITAL

References:

Columns (A) Thru (D): JAC Cost of Capita\ Testimony

\

ll I
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Rate Design Direct Testimony of John A, Cassidy
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Rate Design Direct Testimony of John A. Cassidy
Arizona Water Company - Western Group
Docket No. W-01445A-15-0277

1 EXECUTIVE SUMMARY

2
3
4
5
6
7
8
9

10
11

Arizona Water Company ("AWC" or "Company") is a Class A public
service water corporation. At the present time, the total Company serves
approximately 84,000 customers. AWC is comprised of ten separate
operating systems that are organized into three different geographical
groups: the Eastern, Western, and Northern Groups. AWC filed a general
rate application with the Arizona Corporation Commission ("ACC" or
"Commission") on August 21, 2015 for its Western Group using a test year
ending December 31, 2014. The Commission found the Application
sufficient and filed a letter of Sufficiency on September 14, 2015.

The Company's Western Group is comprised of the Pinal Valley, White
Tank and Ajo systems and serves approximately 32,700 customers. AWC
is requesting adjustments to its rates and charges for utility service in each
of the Western Group water systems. AWC's rate application uses a test
year ending December 31, 2014.

The Company has proposed a declining usage/ weather normalization
adjustment reducing test year gallons sold. RUCO does not support a
decl ining usage adjustment as i t is not a known and measurable
adjustment.

RUCO recommends approval of its rate design for AWC Western Group's
Pinal Valley, White Tank and Ajo systems.

Pinal Valley System:

The Company-proposed rates would increase the monthly bill for a typical
5/8 x 3/4-inch meter residential customer, with an average usage of 7,781
gallons, by $8.61 or 29.06 percent, from $29.62 to $38.22. Under the
RUCO-recommended rate design for permanent rates, the monthly bill for
a typical residential customer would increase by $4.02 or 13.56 percent,
from $29.62 to $33.63.

_White Tank System:

12
to
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

The Company-proposed rates would increase the monthly bill for a typical
5/8 x 3/4-inch meter residential customer, with an average usage of
11,733 gallons, by $15.26 or 29.24 percent, from $52.20 to $67.46. Under
the RUCO-recommended rate design for permanent rates, the monthly bill
for a typical residential customer would increase by $6.79 or 13.01
percent, from $52.20 to $58.99.

ii
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A[o System:1
2
3
4
5
6
7
8
9

The Company-proposed rates would increase the monthly bill for a typical
5/8 x 3/4-inch meter residential customer, with an average usage of 3,991
gallons, by $8.40 or 20.50 percent, from $40.98 to $49.38. Under the
RUCO-recommended rate design for permanent rates, the monthly bill for
a typical residential customer would increase by $2.66 or 6.48 percent,
from $40.98 to $43.64.

10

11

12

13

14

15

16

17

18

19

iii
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1 I. INTRODUCTION

2 Q. Are you the same John A. Cassidy who previously filed direct

3

4

testimony pertaining to (i) rate base, operating income and revenue

requirement, and (ii) cost of capital on behalf of RUCO in this

5 proceeding?

6 Yes, I am.

7

8 Q. What is the purpose of your direct testimony?

9

10

11

12

13

14

15

16

17

My direct testimony will address RUCO's recommended rate design for

each of the three systems comprising AWC's Western Group. These

three Western Group systems include Pinal Valley, White Tank and Ajo.

To support RUCO's position in this direct testimony, Schedule JAC-1

presents a typical residential bill analysis for the Pinal Valley system, JAC-

2 presents a typical residential bill analysis for the White Tank system, and

JAC-3 presents a typical residential bill analysis for the Ajo system.

Schedule JAC-1.1 for the Pinal Valley system (pages 1-5), Schedule JAC-

2.1 for the White Tank system (pages 1-5), Schedule JAC 3.1 for the Ajo

18

19

20

21

system (pages 1-6) have been prepared which develop appropriate rate

designs al lowing for recovery of RUCO's recommended revenue

requirement. In addition, my testimony will also discuss the Company's

proposed declining usage adjustment.

22

23

1

|

A.

A.
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1 ll. BACKGROUND

2 Q. Please describe the Company and the background of the current rate

3 case.

4

5

Arizona Water Company ("AWC" or "Company") is a Class A public

service water corporation. At the present time, the total Company serves

6 approximately 84,000 customers. AWC is comprised of ten separate

7

8

9

10

operating systems that are organized into three different geographical

groups: the Eastern, Western, and Northern Groups. AWC filed a general

rate application with the Arizona Corporation Commission ("ACC" or

"Commission") on August 21, 2015 for its Western Group using a test year

11 ending December 31, 2014. The Commission found the Application

12 sufficient and filed a letter of Sufficiency on September 14, 2015.

13

14 Q. Briefly describe the current rate design structure for AWC's Western

15 Group systems.

16

17

For each of the three systems within the Western Group, the present rate

design is based on monthly minimum charges that increase by meter size

18 and tiered commodity rate charges per one-thousand gallons consumed.

19 There are currently several customer classifications, residential,

20 commercial, industrial, private fire service, coin machine, construction, and

21 sales for resale,

22

2

f un ll

A.

A.
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1

2

At present, the Pinal Valley, White Tank and Ajo systems all have a three-

tier commodity rate design for 5/8 x 3/4-inch meter residential customers.

3 All other residential customers and commercial customers have a two-tier

4 Additionally, industrial customers and

5

commodity rate design.

construction customers having meters at or under 4-inch also presently

6

7

have a two-tier commodity rate design. Industrial customers having

meters at or above 6-inch, and all sales for resale customers presently

8 have a one-tier commodity rate design.

9

10 Q.

11

Has the Company proposed any significant changes to the present

rate design structure?

12 Yes. For each of its Western Group systems, the Company proposes a

13

14

four-tier rate design for residential customers having a meter at or under

3/4-inch. The Company proposes a three-tier rate design for residential

15

16

customers having a meter at or above 1-inch, as well as all commercial

customers and all construction customers. The Company now proposes a

17

18

19

one-tier rate design for all industrial customers, and retains its one-tier rate

design for all sales for resale customers. All of the above noted changes

apply to AWC's Pinal Valley, White Tank and Ajo systems.

20

21

22

3
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1 Q. Is RUCO recommending changes to the present rate design

2 structure?

3 No. For purposes of its proposed rate design, RUCO has retained the

4

5

Company's current rate design structure, as well as all current break over

points for the Pinal Valley, White Tank and Ajo systems.

6

7 III. DECLINING USAGE RATE DESIGN

8 Q Is the Company proposing a declining usage/weather normalization

9 adjustment to reduce the quantity of test year gallons sold?

10 Yes. In direct testimony filed by Company witness Mr. Joel M. Reiker,

11

12

AWC makes a declining usage/weather normalization adjustment to the

billing determinants (i.e., quantity of gallons sold) for each of the three

13 operating systems in its Western Group. The weather and usage

14

15

normalization adjustment proposed by the Company reduces test-year

gallons sold for each Western Group system as followszl

16
17 System

Pinal Valley
White Tank
Ajo

Declining Usage Adjustment
(Reduction to gallons sold)

18
19
20
21
22

-2.0487 percent
-3.4614 percent
-5.4400 percent

23

24

1 See Raker Direct, Exhibit JMR~6 (Schedule Page 1 of 5).

4
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A.
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t Q. What is RUCO's position on AWC's proposed rate design which

2 incorporates the above referenced declining usage/weather

3 normalization adjustments to the billing determinants for each

4 WesternGroup system?

5 RUCO behaves that the Company's declining usage/weather

6 normalization adjustment is improper, as the extent to which weather

7 patterns influence water consumption is not something which is known

8 and measurable, thereby rendering the Company's adjustment to be

9 speculative. Furthermore, as noted in direct testimony, RUCO believes

10 Mr. Reiker's use of a five year measurement period to be insufficient to

11 establish a baseline norm against which to compare test-year weather

12 conditions. In this regard, it should be noted that when proposing a

13 weather normalization adjustment in both (i) the prior AWC Western

14 Group rate case (Docket No. W-01445A-10-0517) and (ii) the prior AWC

15 Eastern Group rate case (Docket No. W-01445A-11-0310), Mr. Raker did,

16 in fact, utilize a ten year period over which to establish a baseline norm for

17 purposes of his anaIysis.2 That Mr. Reiker has elected to utilize only a five

18 year study period for purposes of his declining usage/weather

19 normalization adjustment in the instant docket only further calls into

20 question the legitimacy of such an adjustment for rate-making purposes.

2 In the prior AWC Western Group rate filing, Mr. Reiker studied monthly weather patterns over
the 10-year period, January 2000 ._ December 2009 (See Reiter Direct, Docket No. W-01445A-
10-0517, Exhibit JMR-5). In the prior AWC Eastern Group rate filing, Mr. Reiker studied monthly
weather patterns over the 10-year period, January 2001 .. December 2010 (See Reiker Direct,
Docket No. W-01445A-1 1-0310, Exhibit JMR-1 )-

5

| I
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1 Q. For the reasons noted above, does RUCO recommend that the

2

3

Commission deny the Company's proposed rate design, inclusive of

a speculative declining usage adjustment?

4 Yes.

5

6 Q. Has the issue of declining usage been addressed in recent decisions

7 by the ACC?

8 Yes. In Decision No. 73736, dated February 20, 2013, the Commission

9

10

11

12

denied the Company's proposed declining usage adjustment for its

Eastern Group. In the Decision (p. 71), the Commission stated that it

would "not approve such an adjustment without first being confident that

the changes in usage are known and measureable (emphasis added)."

13

14 IV. RATE DESIGN

15 Q. Have you prepared schedules summarizing the present, Company-

16 proposed and RUCO-recommended rates and charges?

17 Yes. RUCO has presented its recommended rates in the attached Rate

18

19

20

21

Design Schedules for each system. RUCO presents its recommended

rate design in Schedule JAC-1.1, Schedule JAC-2.1 and Schedule JAC-

3.1 for the Pinal Valley, White Tank and Ago systems, respectively. A brief

summary of the present, Company-proposed and RUCO-recommended

22 rates for the 5/8 x 3/4-inch meter residential customer for the Penal Valley,

23 White Tank and Ajo system is presented below.

A.

A.

A.

6
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1 PINAL yA1_4Ey SYSTEM

2 Q. Please summarize the present rate design for the 5/8 x 3/4-inch meter

3 Pinal Valley residential customer.

4 The present monthly minimum charge for a 5/8 x 3/4-inch residential

5 customer is $16.00. No gallons are included in the monthly minimum

6 charge. The residential water commodity rate for the 5/8 x 3/4-inch

7 residential customer is $1.1879 per thousand gallons for 1 to 3,000

8 gallons, $24026 per thousand gallons for 3,001 to 10,000 gallons, and

9 $32590 per thousand gallons for any consumption over 10,000 gallons.

10

11 Q.

12

Please summarize the Company's proposed rate design for the 5/8 x

3/4-inch meter Pinal Valley residential customer.

13

14

The Company-proposed monthly minimum charge for a 5/8 x 3/4-inch

residential customer is $22.00. No gallons are included in the monthly

15 minimum charge. The residential water commodity rate for the 5/8 x 3/4-

16

17

18

19

inch residential customer is $15246 per thousand gallons for 1 to 2,000

gallons, $21891 per thousand gallons for 2,001 to 7,000 gallons, $28536

per thousand gallons for 7,001 to 18,000 gallons, and $4.1827 per

thousand gallons for any consumption over 18,000 gallons.

20

21

22

A.

A.

7
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1 Q. Please summarize RUCO's recommended rate design for the 5/8 x

2 3/4-inch meter Pinal Valley residential customer?

3 RUCO recommends a monthly minimum charge for a 5/8 x 3/4-inch

4 residential customer of $18.14. No gallons are included in the monthly

5

6

minimum charge. RUCO recommends a residential water commodity rate

for the 5/8 x 3/4-inch residential customer of $1 .3517 per thousand gallons

7

8

9

for 1 to 3,000 gallons, $2.3924 per thousand gallons for 3,001 to 10,000

gallons, and $37083 per thousand gallons for any consumption over

10,000 gallons.

10

11 WHITE TANK SYSTEM

12 Q.

13

Please summarize the present rate design for the 5/8 x 3/4-inch meter

White Tank residential customer.

14 A.

15

16

17

18

19

The present monthly minimum charge for a 518 x 3/4-inch residential

customer is $23.00. No gallons are included in the monthly minimum

charge. The residential water commodity rate for the 5/8 x 3/4-inch

residential customer is 81.8000 per thousand gallons for 1 to 5,000

gallons, $30000 per thousand gallons for 5,001 to 15,000 gallons, and

$51664 per thousand gallons for any consumption over 15,000 gallons.

20

21

22

23

8

A.

all
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1 Q. Please summarize the Company's proposed rate design for the

2 5/8 x 3/4-inch meter White Tank residential customer.

3

4

The Company-proposed monthly minimum charge for a 5/8 x 3/4-inch

residential customer is $30.00. No gallons are included in the monthly

5 minimum charge. The residential water commodity rate for the 5/8 x 3/4-

6

7

8

9

inch residential customer is $2.2531 per thousand gallons for 1 to 3,000

gallons, $33065 per thousand gallons for 3,001 to 10,000 gallons,

$4.3599 per thousand gallons for 10,001 to 30,000 gallons, and $6.4668

per thousand gallons for any consumption over 30,000 gallons.

10

11 Q. Please summarize RUCO's recommended rate design for the 5/8 x

12 3/4-inch meter White Tank residential customer?

13 RUCO recommends a monthly minimum charge for a 5/8 x 3/4-inch

14 residential customer of $26.00. No gallons are included in the monthly

15

16

minimum charge. RUCO recommends a residential water commodity rate

for the 5/8 x 3/4-inch residential customer of $2.0338 per thousand gallons

17

18

19

for 1 to 5,000 gallons, $3.3896 per thousand gallons for 5,001 to 15,000

gallons, and $58374 per thousand gallons for any consumption over

15,000 gallons.

20

21

22

23

9
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1 AJAX sys-TEm

2 Q. Please summarize the present rate design for the 5/8 x 3/4-inch meter

3 Ajo residential customer.

4

5

6

7

8

9

The present monthly minimum charge for a 5/8 x 3/4-inch residential

customer is $25.00. No gallons are included in the monthly minimum

charge. The residential water commodity rate for the 5/8 x 3/4-inch

residential customer is $3.3617 per thousand gallons for 1 to 3,000

gallons, $59502 per thousand gallons for 3,001 to 10,000 gallons, and

$9.2228 per thousand gallons for any consumption over 10,000 gallons.

10

11 Q.

12

Please summarize the Company's proposed rate design for the 5/8 x

3/4-inch meter Ajo residential customer.

13

14

The Company-proposed monthly minimum charge for a 5/8 x 3/4-inch

residential customer is $28.00. No gallons are included in the monthly

15 minimum charge. The residential water commodity rate for the 5/8 x 3/4-

16

17

18

19

inch residential customer is $4.4007 per thousand gallons for 1 to 2,000

gallons, $63189 per thousand gallons for 2,001 to 5,000 gallons, $8.2370

per thousand gallons for 5,001 to 10,000 gallons, and $12.0733 per

thousand gallons for any consumption over 10,000 gallons.

20

21

22

10

A.

A.
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1 Q. Please summarize RUCO's recommended rate design for the 5/8 x

2 3/4-inch Ajo residential customer?

3 RUCO recommends a monthly minimum charge for a 5/8 x 3/4-inch

4 residential customer of $26.62. No gallons are included in the monthly

5

6

minimum charge. RUCO recommends a residential water commodity rate

for the 5/8 x 3/4-inch residential customer of $35796 per thousand gallons

7

8

9

for 1 to 3,000 gallons, $63359 per thousand gallons for 3,001 to 10,000

gallons, and 89.8206 per thousand gallons for any consumption over

10,000 gallons.

10

11 v. TYPICAL BILL ANALYSIS

12 Q.

13

14

Have you prepared a residential typical bill analysis to show the

impact of both the Company-proposed and RUCO-recommended

rates for each of AWC's three Western Group systems?

15 Yes. RUCO has presented its typical bill analysis in Schedule JAC-1,

16

17

18

Schedule JAC-2 and Schedule JAC-3 for the Pinal Valley, White Tank and

Ajo systems, respectively. The results for each AWC Western Group

operating system are summarized below.

19

20 Wnal Val]_ey System:

21 The Company-proposed rates would increase the monthly bill for a typical

22 5/8 x3/4-inch meter Pima! Valiey residential customer, with an average

23 usage of 7,781 gallons, by $8.61 or 29.06 percent, from $29.62 to $38.22.

11

A.

A.

l
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1 Under the RUCO-recommended rate design for permanent rates, the

2 monthly bill for a typical residential customer would increase by $4.02 or

3 13.56 percent, from $29.62 to $33.63.

4

5 White Tank System:

6

7

The Company-proposed rates would increase the monthly bill for a typical

5/8 X 3/4-inch meter White Tank residential customer, with an average

8

9

10

11

usage of 11,733 gallons, by $15.26 or 29.24 percent, from $52.20 to

$67.46. Under the RUCO-recommended rate design for permanent rates,

the monthly bill for a typical residential customer would increase by $6.79

or 13.01 percent, from $52.20 to $58.99.

12

13 Ago System:

14

15

The Company-proposed rates would increase the monthly bill for a typical

5/8 x 3/4-inch meter Ajo residential customer, with an average usage of

16

17

3,991 gallons, by $8.40 or 20.50 percent, from $40.98 to $49.38. Under

the RUCO-recommended rate design for permanent rates, the monthly bill

18

19

for a typical residential customer would increase by $2.66 or 6.48 percent,

from $40.98 to $43.64.

20

21 Q. Does this conclude your direct testimony on rate design?

22 Yes, it does.

23

12

A.
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s/s x 3/4"
s 22.00

1.5246
2,000

2.1891

Minimum Charge
let Tier Rate

1st Tier Breakover
2nd Tier Rate

Incremental lier Z

0.6645
7,000

2.8536

0.6645
18,000
4.1827

1.3290
9,999,999,999

Rate
2nd Tier Breakover

3rd Tier Rate
Incremental lier d

Rate
3rd Tier Breakover

4th Tier Rate
Incremental lier 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental lier :~

Increase

Rate
5th `l1er Breakover

6th Tier Rate
Incremental Her b

Rate
6th Tier Breakover

Rates

s 18.14
1.3517

3,000
2.3924

1.0407
10,000
3.7083

1.3159
99,999,999

Increase

Minimum Charge
1st Tier Rate

let Tier Breakover
2nd Tier Rate

Incremental lier 2

Rate
2nd Tier Breakover

3rd Her Rate
Incremental Her 3

Rate
3rd Tier Breakover

4th Tier Rate
Incremental lier 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental lier b

Rate
5th Tier Breakover

6th Tier Rate
Incremental lier b

Rate
6th Tier Breakover

Rates

I

6

Arizona Water Company - Wester Group - Pinal Valley
Docket No. W-014-45A-15-0277
Test Year Ended December 31, 2014

RUCO Schedule JAC-1

Typical Bill Analysis
General Service 5/8 x 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 7,781 s 29.62 s 38.22 s 8.61 29.06%

MedianUsage 5,700 25.24 33.15 s 7.91 31.33%

RUCO Recommended

Average Usage 7,781 s 29.62 s 33.63 s 4.02 13.56%

Median Usage 5,700 25.24 28.65 s 3.41 13.53%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons Present
Company
Proposed %

RUCO
Recommended %

5/8 x 3/4"
16.00

1.1879
3,000

2.1026

0.9147
10,000
3.2590

1.1564
9,999,999,999

Consumption

13.38%

13.40%

13.43%

13.45%

13.48%

13.51%

13.53%

13.55%

5/8 x 3/4"
Minimum Charge S

1st Tier Rate
let Tier Breakover

2nd Tier Rate
Incremental Aler l

Rate
2nd Tier Breakover

3rd Tier Rate
Incremental lier 3

Rate
3rd Tier Breakover

4th Tier Rate
Incremental Her 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental lier :>

Rate
Sth Tier Breakover

6th Tier Rate
Incremental Aler b

Rate
6th Tier Breakover

Rates

16.00
17.19
18.38
19.56
21.67
23.77
25.87
27.97
30.08
32.18
34.28
37.54
40.80
44.06
47.32
50.58

37.50% s
36.87% $
36.32% s
39.23% s
35.82% s
33.02% s
30.67% s
28.67% s
29.16% s
29.59% s
29.97% s
26.29% s
23.19% s
20.56% s
18.28% s
16.31% s
14.56% s

13.57%
13.58%
13.59%
13.61%
13.62%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

53.84
57.09
60.35
63.61
66.87
83.17
99.46

s
s
s
s
s
s
s
s
s
s
$
s
s
s
s
s
s
s
s
s
s
s
s
s

13.64%
13.65%
13.66%
13.66%
13.67%
13.68%
13.68%

s
s
s
s
s
s
s
S
s
s
s
s
s
s
s
s
$
s
s
s
s
s
s
s
s
s
s
s
s

115.76
132.05
148,35
164.64
246.12
327.59

S
s
s
s
s

22.00
23.52
25.05
27.24
29.43
31.62
33.81
35.99
38.85
41.70
44.56
47.41
50.26
53.12
55.97
58.82
61.68
64.53
67.38
71.57
75.75
96.66

117.58
138.49
159.40
180.32
201.23
305.80
410.36

13.02% s
11.65% s
12.50% s
13.28% $
16.23% s
18.21% S
19.64% s
20.71% s
21.55% s

22.22% s
24.25% s
25.27% s

18.14
19.49
20.84
22.20
24.59
26.98
29.37
31.76
34.16
36.55
38.94
42.65
46.36
50.07
53.78
57.48
61.19
64.90
68.61
72.32
76.02
94.57

113.11
131.65
150.19
168.73
187.27
279.98
372.69

13.69%
13.71%
13.72%
13.73%
13.74%
13.74%
13.75%
13.76%
13.77%

l



s 22.00
33.00
55.00

110.00
176.00
352.00
550.00

1,100.00
1,760.00
2,530.00

s 25.00
37.50
62.50

125.00
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

s 35.00
52.50
87.50

175.00
280.00
560.00
B75.00

1.75000
2,800.00
4,025000

s 25.00
37.50
62.50

125.00
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

s 25.00
37.50
62.50

125.00
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

s 35.00

N/A

N/A

Arizona Water Company - Western Group - Pinar Valley
Docket No. W-01445A-15-D277
Test Year Ended December 31, 2014
Test Year Ended December 31, zo10

Rate Design RUCO Schedule JAC-1.1
Page 1 of 5

Monthly Usage Charge Present
Company

Prcmcmsed Rates
RUCO

Recommended Rates

Meter Size (Residential Class):
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
a Inch
10 Inch

$ 16.00
N/A

40.00
80.00

12B.00
25600
400.00
B00.00

1,280.00
1,840.00

s 18.14
27.21
45.35
90.70

14512
290.24
453.50
907.00

1,451 .20
2,086.10

Meter Size (Commercial):
5/B x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 16.00
N/A

40.00
a000

128.00
256.00
400.00
80000

1,280.00
1.84000

$ 1814
27.21
45.35
90.70

145.12
290.24
453.50
907.00

1,451 .20
2,086.10

Meter Size (Industrial):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

s 16.00
N/A

40.00
80.00

128.00
256.00
400.00
80000

1,280.00
1.840.00

s 18.14
21.21
45.35
90.70

145.12
290.24
453.50
907.00

1,451.20
2,08610

$

Meter Size (Construction):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 inch

$

N/A
N/A
N/A
N/A

128.00
256.00
400.00

N/A
N/A
N/A

18.14
27.21
45.35
90.70

145.12
290.24
453.50
907.00

1.451 .20
2,086.10

Meter Size (Sales for Resale):
5/8 x 3/4 Inch
a14 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 16.00
N/A

4000
80.00

12B.00
256.00
40000
800.00

1,280.00
1,840.00

$ 18.14
27.21
45.35
9070

145.12
290.24
453.50
907.00

1,451 .20
2,086.10

Private Fires $ 25.00 $ 35.00

Public Fire Hydrants N/A N/A

Coin Machine (Gallons per Quarter) N/A N/A



N/A
N/A
N/A

s 1.5246
2.1891
2.8536
4.1827

s 1.5246
2.1891
2,8536
4.1827

N/A
N/A
N/A

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2. 1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

Company
Proposed Rates

9
Arizona Water Company - Western Group . Pinal Valley
Docket No. W-01445A-15-0277
Test Year Ended December 31. 2014
Test Year Ended December 31, 2010

Rate Design RUCO Schedule JAC-1.1
Page 2 of 5

Monthly Usage Charge
Commodity Charge . Per 1,000 Gallons

Present
RUCO

Recommended Rates

5/8' x 3/4' Meter _(Residential)
First 3.000 gallons
3.001 to 10.000 gallons
Over 10,000 gallons

$ 111879
2.1026
3.2590

s 113517
2,3924
3.7083

First 2,000 gallons
2,001 to 7,000 gallons
7,001 to 1B,000 gallons
Over 18,000 gallons

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

3/4' Meier (Residential)
First 4,000 gallons
4.001 to 10,000 gallons
10,001 lo 18,000 gallons
Over 18,000 gallons

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

First 3,000 gallons
3,001 to 10,000 gallons
Over 10,000 gallons

N/A
N/A
N/A

1 .3517
2.3924
37083

1' Meter (Residential)
First 15,000 gallons
Over 15,000 gallons

2.1026
3.2590

2.3924
37083

First 5,000 gallons
5,001 to 18,000 gallons
Over 18,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2' Meter (Residential)
First55,000 gallons
Over 55,000 gallons

N/A
N/A

2.3924
3.7083

First 10,000 gallons
5,001 to 35,000 gallons
Over 35,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2' Meter (Residentially
First95,000 gallons
Over 95.000 gallons

2.1026
3.2590

2.3924
3.7083

First 16,000 gallons
16.001 to 56,000 gallons
Over 56,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3' Meter(Residential)
First 195.000 gallons
Over 195.000 gallons

2.1026
32590

2.3924
3.7083

First 32,000 gallons
32.001 lo 112,000 gallons
Over 112.000 gallons

N/A
N/A
N/A

N/A
N/A

4' Meter (Residential)
First315,000 gallons
Over 315,000 gallons

2.1026
32590

2.3924
3.7083

First 50,000 gallons
50,001 to 175,000 gallons
Over 175,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6' Meter{ResidentiaI)
First 650,000 gallons
Over 650,000 gallons

2.1026
3.2590

2.3924
3.7083

First 100,000 gallons
100,001 to 350,000 gallons
Over 350,000 gallons

N/A
NIA
N/A

N/A
N/A
N/A

8* Meter (Residential)
First 1,000,000 gallons
Over 1,000,000 gallons

2.1026
3.2590

2.3924
3.7083

First 160,000 gallons
160,001 to 560,000 gallons
Over 560,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10' Meter (Residential)
First 1,475,000 gallons
Over 1,475,000 gallons

2.1026
32590

2.3924
3.7083

First230,000 gallons
230,001 to 805,000 gallons
Over 805,000 gallons

N/A
N/A
NIA

N/A
N/A
N/A

I
I

5/8' x 3/4' Meier (Commercial)
First 10,000 gallons
Over 10,000 gallons

2.1026
32590

2.3924
37083

First 3,00o gallons
3,001 Io 15,000 gallons
Over 15,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A



1.5246
2.1891
2.8536

N/A
N/A

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4,1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
41827

NlA
N/A

2.5000

2.5000

N/A
N/A

N/A
N/A

2.5000

N/A
N/A

2.5000

N/A
N/A

2.5000

Arizona Water Company - Western Group . Plnal Valley
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014
Test Year Ended December 31, 2010

Rate Design RUCO Schedule JAC-1.1
Page 3 of 5

Monthly Usaqe Charge
3/4' Meter (Commercial)
First 5,000 gallons
5.001 to 20,000 gallons
Over 20,000 gallons

Present
Company

Proposed Rates
RUCO

Recommended Rates

N/A
N/A
N/A

N/A
N/A
N/A

First 10.000 gallons
Over 10,000 gallons

N/A
N/A

2.3924
3.7083

1" Meter (Commercial)
First 25,000 gallons
Over 25,000 gallons

2.1026
32590

2.3924
3.7083

First 8,000 gallons
8.001 to 38,000 gallons
Over 38,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2' Meter (Commercial)
First 55,000 gallons
Over 55,000 gallons

N/A
N/A

2.3924
3.7083

First 15,000 gallons
15.001 to 75.000 gallons
Over75.000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2' Meter (Commercially
First 95,000 gallons
Over 95,000 gallons

2.1026
3.2590

2.3924
3.7083

First24,000 gallons
24,001 to 120,000 gallons
Over 120,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3' Meier(Commercial)
First 195,000 gallons
Over 195,000 gallons

2.1026
3.2590

2.3924
3.7083

First 48,000 gallons
48,001 to 240,000 gallons
Over 240,000 gallons

N/A
N/A
N/A

N/A
N/A

4' Meter(CommerciaI)
First315,000 gaHons
Over 315,000 gallons

21026
3.2590

2.3924
3.7083

First 75.000 gallons
75,001 to 375,000 gallons
Over a75,000 gallons

N/A
N/A
NIA

N/A
N/A
N/A

6' Meter (Commercial)
First650,000 gallons
Over 650.000 gallons

2.1026
3.2590

2.3924
3.7083

First 150,000 gallons
150,001 to 750,000 gallons
Over 750.000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8" Meter (Commercial)
First 1,000,000 gallons
Over 1,000,000 gallons

2.1026
3.2590

2.3924
3.7083

First 240,000 gallons
240,001 to 1,200,000 gallons
Over 1,200,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10" Meier(CommerciaI]
First 1,475,000 gallons
Over 1,475,000 gallons

2.1026
3.2590

2.3924
3.7083

First 345,000 gallons
345,001 to 1,725,000 gallons
Over 1,725,000 galicns

NlA
N/A
N/A

N/A
N/A
N/A

5/8' x 3/4' Meter (Industrial)
First 10,000 gallons
Over 10,000 galknns

1.5500
24800

2.3924
3.7083

All Gallons N/A N/A

3/4' Meter (Industrial)
All Gallons N/A N/A

First 10,000 galkms
Over 10,000 gallons

N/A
N/A

2.3924
3.7083

1" Meter (Industrial)
First 25,000 gallons
Over 25,000 gallons

1.5500
2.4800

2.3924
3.7083

All Gallons N/A N/A

1 1/2' Meter (Industrial)
First 55,000 gallons
Over 55.000 gallons

1 .5500
2.4800

23924
3.7083

All Gallons N/A N/A

2' Meter (lndustriall
First 95,000 gallons
Over 95.000 gallons

115500
2.4800

2.3924
3.7083

All Gallons N/A N/A

Illlll

I



N/A
N/A

2.5000

N/A
N/A

2.5000

2.5000

2.5000

2.5000

N/A
N/A

2.1891
2.8536
4.1827

1.5246
2.1891
2.8536

N/A
N/A

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.t827

N/A
N/A

21891
2.8536
41827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

Arizona Waler Company - Western Group - Pinal Valley
Docket No. W-D1445A-15-0277
Test Year Ended December 31, 2014
Test Year Ended December 31, 2010

Rate Design RUCO Schedule JAC-1.1
Page 4 of 5

Monthly Usage Charge Present
Company

Prnnosed Rates
RUCO

Recommended Rates

3' Meter (lndustriall
First 195,000 gallons
Over 195,000 gallons

1 .5500
2,4800

2.3924
3.7083

All Gallons N/A N/A

4' Meter (Industrial)
First 315,000 gallons
Over 315.000 gallons

1 .5500
2.4800

2.3924
3.7083

All Gallons N/A N/A

6' Meter(Industrial)
All Gallons 1 .5500 2.3924 I

8' Meter (Industrial)
All Gallons 1 .5500 2.3924

10' Meter (Industrial)
All Gallons 1 5500 2.3924

5/8' x 3/4" Meter (Construction)
First 10,000 gallons
Over 10,000 gallons

2.1026
3.2590

2.3924
3.7083

First 3,000 gallons
3,001 lo 15,000 gallons
Over 15,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3/4' Meter §Construclion)
First 5,000 gallons
5,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10.000 gallons

N1A
N/A

2.3924
3.7083

1' Meter (Construction)
First 25.000 gallons
Over 25,000 gallons

2.1026
3.2590

2.3924
3.7083

First 8,000 gallons
8.001 to 38,000 gallons
Over 38,000 gallons

N/A
N/A
NIA

N/A
N/A
N/A

1 1/2' Meter (Construction)
First 55,000 gallons
Over 55,000 gallons

N/A
N/A

2.3924
3.7083

First 15.000 gallons
15,001 to 75,000 gallons
Over 75.000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2' Meter (Construction)
First 95,000 gallons
Over 95.000 gallons

2.1026
3.2590

2.3924
3.7083

First 24,000 gallons
24,001 to 120,000 gallons
Over 120,000 gallons

N/A
NIA
N/A

N/A
N/A
N/A

3' Meter (Construction)
First 195,000 gallons
Over 195,000 gallons

2.1026
3.2590

23924
3.7083

First 48.000 gallons
48,001 to 240,000 gallons
Over 240,000 gallons

NlA
N/A
N/A

N/A
N/A

4" Meter (Constructions
First 315,000 gallons
Over 315.000 gallons

2.1026
32590

2.3924
3.7083

First 75,000 gallons
75,001 to 375,000 gallons
Over 375,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6' Meter (Construction)
First 650,000 gallons
Over 650,000 gallons

2.1026
3.2590

23924
3.7083

First 150,000 gallons
150,001 to 750,000 gallons
Over 750,000 gallons

NIA
N/A
N/A

N/A
N/A
N/A

8' Meter (Construction)
First 1,000,000 gallons
Over 1,000,000 gallons

2.1026
3.2590

2.3924
3.7083

First 240,000 gallons
240,001 to 1,200,000 gallons
Over 1,200,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10" Meter (Conslructionl
First 1,475,000 gallons
Over t,475_000 gabIons

2.1026
3.2590

2.3924
37083

First 345,000 gallons
345,001 to 1,725,000 gallons
Over 1,725,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

I
I

I

I

I
r



2.1891

2.1891

2.1891

21891

2.1891

2.1891

2.1891

2.1891

21891

2.1891

1

Arizona Water Company - Western Group . Pinal Valley
Docket No. W~01445A-15~0277
Test Year Ended December 31, 2014
Test Year Ended December 31. 2010

Rate Design RUCO Schedule JAC-1.1
page 5 of 5

Monthly Usage Charge Present
Company

Proposed Rates
RUCO

Recommended Rates

5/8' x 3/4' Meter (Sale for Resale)
All Gallons 1.5500 23924

3/4' Meter (Sale for Resale)
All Gallons N/A 2.3924

1' Meter (Sale for Resale)
All Gallons 1 .5500 2.3924

1 1/2' Meter(Sale for Resale)
All Gallons t .5500 2.3924

2' Meter (Sale for Resale)
All Gallons 1 .5500 2.3924

3' Meter (Sale for Resale)
All Gallons 1 .5500 2.3924

4' Meter (Sale for Resale)
All Gallons 1 .5500 2.3924

6' Meter (Sale for Resale)
All Gallons 115500 2.3924

8' Meter (Sale for Resales
All Gallons 1 .5500 2.3924

10' Meter(Sale for Resales
Ali Gallons 1 .5500 2.3924

I



SCHEDULES

WESTERN GROUP

WHITE TANK



5/8 x 3/4"
23.00

1.8000
5,000

3.0000

1.2000
15,000
5.1664

2.1664
9,999,999,999

Minimum Charge S
1st Tier Rate

let Tier Breakover
Znd Tier Rate

Incremental lier 2
Rate

2nd Tier Breakover
3rd Tier Rate

incremental Aler 85

Rate
3rd Tier Breakover

4th Tier Rate
Incremental lier 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental I 1er b

Rate
5th Tier Breakover

6th Tier Rate
Incremental lier b

Rate
6th Tier Breakover

Rates

30.00
2.2531
3,000

3.3065

1.0534
10,000
4.3599

1.0534
30,000
6.4668

2.1069
9,999,999,999

Minimum Charge $
1st Tier Rate

1st Tier Breakover
2nd Tier Rate

Incremental Aler I
Rate

2nd Tier Breakover
3rd Tier Rate

Incremental Aler 5
Rate

3rd Tier Breakover
4th Tier Rate

Incremental Aler 4

Rate
4th Tier Breakcver

Sth Tier Rate
Incremental lier 5

Rate
Sth Tier Breakover

6th Tier Rate
incremental lier b

Rate
6th Tier Breakover

Rates Increase

26.00
20338
5,000

3.3896

1.3558
15,000
5.8374

2.4478
9,999,999,999

Minimum Charge S
1st Tier Rate

let Tier Breakover
2nd Tier Rate

Incremental Her 1
Rate

2nd Tier Breakover
3rd Tier Rate

Incremental lier s
Rate

3rd Tier Breakover
4th Tier Rate

Incremental Aler 4
Rate

4th Tier Breakover
Sth Tier Rate

\ncremen(3l Ill' 'J
Rate

5th Tier Breakover
6th Tier Rate

Incremental Aler b
Rate

eth Tier Breakover
Rates Increase

Arizona Water Company - Wester Group - White Tank
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

RUCO Schedule JAC-2

Typical Bill Analysis
General Service 5/8 x 3/4-inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 11,733 s 52.20 s 67.46 s 15.26 29.24%

Median Usage 7.631 39.89 52.07 s 12.18 30.53%

RUCO Recommendens

Ave rage Usage 11,733 s 52.20 s 5899 s 6.79 13.01%

Median Usage 7,631 39.89 45.09 s 5.19 13.02%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons Present
Company
Proposed %

RUCO
Recommended %

5/8 x 3/4" 5/8 X 3/4"

Consumption

s
s
s
s
s
s
s
s
s
s
S
s
s
s
$
s

13.04%

13.04%

13.04%

13.03%

13.03%

13.03%

13.02%

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

23.00
24.80
26.60
z8.40
30.20
32.00
35.00
38.00
41.00
44.00
47.00
5000
53.00
56.00
59.00
62.00
67.17
72.33
77.50
82.67
87.83

113.66
139.50
165.33
191.16
21699
242.82
371.98
501.14

30.43% s
30.05% s
29.72% s
29.43% s
32.67% s
35.54% s
33.37% $
31.54% s
29.98% $
28.63% s
27.46% $
28.53% s
29.48% s
30.33% s
31.09% s
31.78% s
28.14% s
25.01% s
22.30% s
19.93% s
17.84% s
10.24% s

13.02%
13.02%
13.02%
13.01%
13.01%
13.01%
13.01%
13.01%
13.01%
13.01%
13.01%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
5,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

s

s

S

s
s
s
S
$
s
s
s
s
s
s
S
s

30.00
32.25
34,51
36.76
40.07
43.37
46.68
49.99
53.29
56.60
5990
64.26
68.62
72.98
77.34
81.70
86.06
90,42
94.78
99.14

103.50
125.30
147.10
179.44
211.77
244.10
276,44
438.11
599.78

5.45% s
853% s

10.78% $
12.49% s
13.84% s
17_78% s
19.68% s

26.00
28.03
30.07
32,10
34.14
36.17
39.56
42.95
46.34
49.73
53.12
56.51
59.90
63.29
66.68
70.07
75.90
81.74
87.58
93.41
99.25

128.44
157.63
186.81
216.00
245.19
274.37
420.31
566.24

13.00%
13.00%
13.00%
13.00%
13.00%
13.00%
12.99%
12.99%
12.99%
12.99%
12.99%

I'll



$ 30.00
45.00
75.00

150.00
240.00
480.00
750.00

1,500.00
2,400.00
3,450.00

$ 35.00
52.50
87.50

175.00
280.00
560.00
87500

1,750.00
2,800.00
4,025.00

$ 35.00
52.50
87.50

175.00
280.00
560.00
875.00

1,750.00
2,800.00
4,025.00

$ 25.00
37.50
62.50

12500
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

$ 25.00
37.50
62.50

125.00
200.00
400.00
62500

1,250.00
2,000.00
2,875.00

$ 35.00

N/A

N/A

Arizona Water Company - Western Group - White Tank
Docket No. w-01445A-15-0271
Test Year Ended December 31, 2014

Ruco Schedule JAC-2.1
Page 1 of 5

RATE DESIGN

Monthly Usage Charge Present
Company

Proposed Rates
RUCO

Recommended Rates

Meter Size (Residential CIassI:
5/8 x 3/4 Inch
3/4 Inch
1 Inch
I 1/2 Inch
2 Inch
:3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 23.00
N/A

57.50
1 t500
184.00
868.00
575.00

1,150.00
1 ,840.00
2,645.00

$ 26.00
39.00
65.00

130,00
208.00
41600
650.00

1,300.00
2,080.00
2,990.00

Meter Size (Commercial):
5/8 X 3/4 Inch
3/4 Inch
1 Inch
I 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

s 23.00
N/A

57.50
115.00
184.00
368.00
575.00

1 , 150.00
1,840.00
2,645.00

s 26.00
39.00
65.00

130.00
208.00
416.00
650.00

1,300.00
2,080.00
2,990.00

Meter Size (Industrial):
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 23.00
N/A

57.50
11500
184.00
368.00
575.00

1,150.00
1 ,840.00
2,645.00

$ 26.00
39.00
65.00

130.00
20800
416,00
650.00

1,300.00
2,080.00
2,990.00

$

Meter Size (Construction):
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
B Inch
10 Inch

$

N/A
N/A
N/A
N/A

184,00
368.00
575.00

N/A
N/A
N/A

26.00
39.00
65,00

130.00
208.00
416.00
650.00

1,30000
2,080.00
2,990.00

Meter Size (Sales for ResaleI:
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 23.00
N/A

57.50
11500
184.00
368,00
575.00

1,150.00
1,840.00
2,645.00

$ 26.00
39.00
65.00

130.00
208.00
416,00
650.00

1_300.00
2,080.00
2,990.00

Private Fires s 25.00 $ 35.00

Public Fire Hydrants N/A N/A

Coin Machine (Gallons per Quarter) N/A N/A



N/A
N/A
N/A

$ 2.2531
3.3065
4.3599
6.4668

s 2.2531
3.3065
4.3599
6.4668

N/A
N/A
N/A

N/A
N/A

3.3065
43599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

N/A
N/A

3.3065
43599
6.4668

N/A
N/A

3.3065
4,3599
6.4668

N/A
N/A

33065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

N/A
N/A

33065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

RATE DEsl§b¢4,pany

Proposed Rates

Arizona Water Company - Western Group - White Tank
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

RUCO Schedule JAC-2.1
Page 2 of 5

Monthly Usage Charge Present
RUCO

Recommended Rates

Commodity Charge - Per 1,000 Gallons

5/8" X 3/4' Meter (Residential)
First 5.000 gallons
5,001 to 15.000 gallons
Over 15,000 gallons

$ 1.8000
3.0000
5.1664

s 20338
33896
5.8374

First 3,000 gallons
3,001 to 10,000 gallons
10.001 to 30,000 gallons
Over 30,000 gallons

N/A
N/A
N/A
NIA

N/A
N/A
N/A
NlA

3/4' Meter (Residential)
First 5,000 gallons
5,001 to 15,000 gallons
15,001 to 30.000 gallons
Over 30,000 gallons

N/A
N/A
N/A
N/A

N/A
NIA
N/A
N/A

First 5,000 gallons
5,001 to 15,000 gallons
Over 15,000 gallons

N/A
N/A
N/A

$ 2.0338
3.3896
5.8374

1' Meter pResidential)
First 25,000 gallons
Over 25,000 gallons

3.0000
5.1664

3.3896
5.8374

First 8,000 gallons
8,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2' Meter (Residential)
First 50,000 gallons
Over 50.000 gallons

3.0000
5.1G64

3.3596
5.8374

First 15,000 gallons
15,001 to 35,000 gallons
Over 35,000 gallons

N/A
N/A
NIA

N/A
N/A
N/A

2" Meter (Residential)
First 80,000 gallons
Over 80,000 gallons

3.0000
5.1664

3.3896
5.8374

First 24,000 gallons
24,001 to 80,000 gallons
Over 80,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3" Meter (Residentially
First 160,000 gallons
Over 160,000 gallons

3.0000
5.1664

3.3896
5.8374

First 48,000 gallons
48.001 to 160.000 gallons
Over 160,000 gallons

N/A
N/A
N/A

N/A
N/A

4" Meter.(Residentiall
First 250,000 gallons
Over 250,000 gallons

3.0000
5.1664

3.3896
5.8374

First 75,000 gallons
75,001 to 200,000 gallons
Over 200,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6' Me1er[Residential)
First 500,000 gallons
Over 500,000 gallons

3.0000
5.1664

3.3896
5.8374

First 15,000 gallons
150,001 to 425,000 gallons
Over 425,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8" Meter (Residential)
First 800,000 gallons
Over 800,000 gallons

3.0000
5.1664

3.3896
5.8374

First 240,000 gallons
240,000 to 800,000 gallons
Over 800,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10" Meter (Residentially
First 1,150,000 gallons
Over 1,150,000 gallons

3.0000
51664

3.3896
5.8374

First 345,000 gallons
345,001 to 1,150,000 gallons
Over 1,150,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

_I I



N/A
N/A

3.3065
4.3599
6.4668

3.3065
4.3599
6.4668

N/A
N/A

N/A
N/A

3.3065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

N/A
NlA

33065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
6,4668

N/A
N/A

3.3065
43599
6.4668

N/A
N/A

3.3065
4.3599
6.4668

Arizona Water Company - Western Group . White Tank
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

RUCO Schedule JAC-2.1
Page 3 of 5

Monthly Usage Charge present

RATEDEs[%pany
Proposed Rates

RUCO
Recommended Rates

5/8' x 3/4' Meter (Commercially
First 10,000 gallons
Over 10,000 gallons

3.0000
5.1664

3,3896
5.8374

First 5,000 gallons
5,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3/4' Meter (Commercial)
First 8,000 gallons
8,001 to 25,000 gallons
Over 25,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

3.3896
58374

1" Meter (Commercial)
First 20,000 gallons
Over 20,000 gallons

3.0000
5.1664

33896
5.8374

First 13,000 gallons
13,001 to 35,000 gallons
Over 35.000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2" Meter (Commercial)
First 45,000 gallons
Over 45.000 gallons

N/A
N/A

3.3896
5.8374

First 25,000 gallons
25,001 to 50,000 gallons
Over 50,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2" Meter (Commercial)
First 75,000 gallons
Over 75,000 gallons

3.0000
5.1664

33896
5.8374

First 40,000 gallons
40,001 to 75,000 gallons
Over 75,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3" Meter (Commercial)
First 155,000 gallons
Over 155,000 gallons

3.0000
5.1664

3.3896
5.8374

First 80,000 gallons
80,001 to 150,000 gallons
Over 150,000 gallons

N/A
N/A
N/A

N/A
N/A

4" Meter (Commercial)
First 245,000 gallons
Over 245,000 gallons

3.0000
5.1664

33896
5.8374

First 125,000 gallons
125,001 to 240,000 gallons
Over 240,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6" Meter (Commercially
First 500,000 gallons
Over 500,000 gallons

3.0000
5.1664

3.3896
5.8374

First 250,000 gallons
250,001 to 1,000,000 gallons
Over 1,000,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8" Meter (Commercial)
First 800,000 gallons
Over 800,000 gallons

3.0000
5.1664

3.3896
5.8374

First 400,000 gallons
400,001 to 1,600,000 gallons
Over 1,600,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10" Meter (Commercial)
First 1.150,000 gallons
Over 1,150,000 gallons

3.0000
5.1664

3.3896
5.8374

First 575,000 gallons
575,001 to 2,300,000 gallons
Over 2,300,000 gallons

N/A
N/A
N/A

N/A
NIA
NlA

III



N/A
N/A

4.3599

4.3599

N/A
N/A

N/A
N/A

4.3599

N/A
N/A

4.3599

N/A
N/A

4.3599

N/A
N/A

4.3599

N/A
N/A

4.3599

3.5000

3.5000

3.5000

3.3065
4.3599
6.4668

N/A
N/A

3.3065
4.3599
64668

N/A
N/A

33065
4.3599
64668

N/A
N/A

3.3065
4.3599
6.4668

N/A
N/A

N/A
N/A

33065
4.3599
6.4668

Arizona Water Company - Western Group - White Tank
Docket No. W-01445A-15-0211
Test Year Ended December 31, 2014

RUCO Schedule JAC-2.1
Page 4 of 5

Monthly Usage Charge Present

RATE DEs{§,n.]pany

Proposed Rates
RUCO

Recommended Rates

5/8' x 3/4' Meter (lndustriall
First 10,000 gallons
Over 10,000 gallons

3.0000
5.1664

3.3896
5.8374

All Gallons N/A NlA

3/4" Meter (Industrial)
AIL Gallons N/A N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

3.3896
5.8374

1" Meter (Industrial)
First 20,000 gallons
Over 20,000 gallons

3.0000
5.1664

3.3896
58374

All Gallons N/A N/A

1 1/2" Meter tlndustriall
First45,000 gallons
Over 45,000 gallons

3.0000
5.1664

3.3896
5.8374

All Gallons N/A NIA

2" Meter (Industrial)
First 75,000 gallons
Over 75,000 gallons

3.0000
5.1664

3.3896
5.8374

AH Gallons N/A N/A

3" Meter (Industrial)
First 155,000 gallons
Over 155,000 gallons

3.0000
5.1664

3.3896
5.8374

All Gallons N/A N/A

4' Meter (Industrial)
First 245,000 gallons
Over 245.000 gallons

3.0000
5.1664

3.3596
5.8374

All Gallons N/A N/A

6" Meter (Industrial)
All Gallons 3.0000 3.3896

B' Meter (industrial
All Gallons 3.0000 3.3896

10" Meter llndustriall
All Gallons N/A 3.3896

5/8" x 3/4" Meter (Construction)
First 5.000 gallons
5,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

3.3896
5.8374

3/4" Meter (Constructions
First 8,000 gallons
8,001 to 25_000 gallons
Over 25,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

3.3896
5.8374

1' Meter (Construction)
First 13,000 gallons
13,001 to 35,000 gallons
Over 35,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 20,000 gallons
Over 20,000 gallons

N/A
N/A

3.3896
5.8374

1 1/2" Meter (Construction)
First 25,000 gallons
25.001 to 50,000 gallons
Over 50,000 gallons

N/A
N/A
N/A

N/A
N/A
NlA

First 45,000 gallons
Over 45,000 gallons

N/A
N/A

3.3896
58374

2" Meter (Construction)
First 75,000 gallons
Over 75,000 gallons

3.0000
5.1664

33896
5.8374

First 40,000 gallons
40,001 to 75,000 gallons
Over 75,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A



NIA
NIA

3.3065
4.3599
64668

NlA
N/A

3.3065
4.3599
6.4668

3.3065
4.3599
6.4666

N/A
NlA

3.3065
4.3599
6.4668

N/A
NlA

3.3065
4.3599
6.4668

N/A
N/A

3.3065

3.3065

3.3065

3.3065

3.3065

3.3065

3.3065

3.3065

3.3065

3.3065

Arizona Water Company - Western Group - White Tank
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014

RUCO Schedule JAC-2.1
Page 5 of 5

Monthly Usage Charge Present

RATE DEs589l,pany

Proposed Rates
RUCO

Recommended Rates

3" Meter (Construction)
First 155,000 gallons
Over 155,000 gallons

3.0000
5.1664

3.3896
5.8374

First 80,000 gallons
80,001 to 150,000 gallons
Over 150,000 gallons

N/A
N/A
N/A

N/A
N/A

4" Meter (Construction)
First 245,000 gallons
Over 245.000 gallons

3.0000
5.1664

3.3896
5.8374

First 125.000 gallons
125,001 to 240,000 gallons
Over 240,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6" Meter (Construction)
First 250,000 gallons
250.001 to 1,000,000 gallons
Over 1,000.000 gallons

N/A
N/A
N/A

N/A
N/A
NlA

First 500,000 gallons
Over 500,000 gallons

N/A
N/A

3.3896
5.8374

8" Meter (Construction)
First400.000 gallons
400,001 to 1,600,000 gallons
Over 1,600,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 800,000 gallons
Over 800.000 gallons

N/A
N/A

3.3896
5.8374

10" Meter (Construction)
First575,000 gallons
575,001 to 2,300,000 gallons
Over 2,300,000 gallons

N/A
N/A
N/A

N/A
N/A
NlA

First 1,150,000 gallons
Over 1 ,150,000 gallons

N/A
N/A

3.3896
5.8374

5/8" x 3/4" Meter (Sale for Resale)
All Gallons 3.0000 3.3896

3/4" Meter (Sale for Resale)
AH Gallons N/A 3.3896

1' Meier (Sale for Resale)
All Gallons 3.0000 3.3896

1 1/2" Meter (Sale for Resale)
All Gallons 3.0000 3.3896

2" Meter (Sale for Resale)
All Gallons 3.0000 33896

3" Meter (Sale for Resale)
All Gallons 3.0000 3.3896

4" Meter (Sale for Resales
All Gallons 3.0000 3.3896

6" Meter (Sale for Resale)
All Gallons 3.0000 3.3896

8" Meter (Sale for Resale)
All Gallons 3.0000 3.3896

10" Meter (Sale for Resales
All Gallons 3.0000 3.3896



SCHEDULES

WESTERN GRCUP

AJO



s/s x 3/4"
s 28.00

4.4007
z,0o0

6.3189

1.9181
5,000

8.2370

1.9181
10,000

12.0733

3.8363
9,999,999,999

Minimum Charge
1st Tier Rate

1st Tier Breakover
2nd Tier Rate

Incremental PIer Z

Rate
2nd Tier Breakover

3rd Tier Rate
Incremental Aler 5

Rate
3rd Tier Breakover

4th Tier Rate
Incremental Her 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental PIer b

Rate
5th Tier Breakover

6th Tier Rate
Incremental Aler b

Rate
6th Tier Breakcver

Rates Increase

26.62
3.5796

3,ooo
6.3359

2.7563
10,000
9.8206

3.4847
9,999,999,999

Minimum Charge S
let Tier Rate

let Tier Breakover
2nd Tier Rate

Incremental lier 4
Rate

Znd Tier Breakcver
3rd Tier Rate

Incremental Her 5
Rate

3rd Tier Breakover
4th Tier Rate

Incremental lier 4
Rate

4th Tier Breakover
5th Tier Rate

Incremental lier 5
Rate

Sth Tier Breakover
6th Tier Rate

Incremental Her b
Rate

6th Tier Breakover
Rates increase

4

Arizona Water Company - Wester Group - Ago
Docket No. W-01445A-1541277
Test Year Ended December 31, 2014

RUCO Schedule JAC-3

Typical Bill Analysis
General Service 5/B x 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 3,991 s 40.98 s 49.38 s 8.40 20.50%

Median Usage 2,680 34.01 41.10 s 7.09 20.84%

RUCO Recommended

Average Usage 3,991 s 40.98 s 43.64 s 2.66 6.48%

Median Usage z,e80 34.01 36.21 s 2.20 6.48%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons Present
Company
Proposed %

RUCO
Recommended %

5/8 x 3/4"
25.00

3.3617
s,0oo

5.9502

2.5885
10,000
9.2228

3.2726
9,999,999,999

Consumption

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
S

5/8 x 3/4"
Minimum Charge $

let Tier Rate
let Tier Breakcver

2nd Tier Rate
Incremental lier 1

Rate
2nd Tier Breakover

3rd Tier Rate
Incremental lier 5

Rate
3rd Tier Breakover

4th l̀Ter Rate
Incremental Her 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental Aler :>

Rate
5th Tier Breakover

6th Tier Rate
Incremental tier b

Rate
6th Tier Breakover

Rates
25.00
28.36
31.72
35.09
41.04
46.99
52.94
58.89
64.84
70.79
76.74
85.96
95.18

104.40
113.63
122.85
132.07
141.30
150.52
159.74
168.96
215.08
261.19
307.31
353.42
399.53
445.65
676.22
906.79

12.00% $
14.24% $
16.01% $
22.90% s
20.48% s
18.67% s
20.89% s
22.66% s
24.11% s
25.32% s
26_33% s
26.82% s
2722% s
27.54% s
27.82% s
28.05% s
28.25% s
28.42% s
28.57% s
28.71% s
28.83% s
2927% s
29.56% s
2976% s
29.91% s
3003% S
3012% s

1,000
2,000
3,000
4,000
5,000
6,000
7,000
s,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

s
s
s
s
s
s
s
S
s
S
S
S

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

28.00
32.40
36.80
43.12
49.44
55.76
63.99
72.23
80.47
88.71
96.94

109.02
121.09
133.15
145,24
157.31
169.38
181.46
193.53
205.60
217.68
278.04
338.41
398.78
459.14
519.51
579.87
881.71

1,183.54
3039% S
30.52% s

26.62
30.20
33.78
37.36
43.69
50.03
56.37
62.70
69.04
75.37
81.71

91.53
101.35
111.17
120.99
130.81
140.63
150.45
160.27
170.10
179.92
229.02
278.12
327.23
376.33
425.43
474.53
720.05
965.56

5.48%
6.48%
6.48%
6.48%
6.48%
5.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.48%
6.4a%
6.48%
6.48%
s.4a%



$ 28.00
42.00
70.00

140.00
224.00
448.00
700.00

1 ,400.00
2,240.00
3,220.00

$ 33.00
49.50
82.50

165.00
264.00
528.00
825.00

1 ,650.00
2,640.00
3,795.00

$ 35.00
52.50
87.50

175.00
280.00
560.00
875.00

1 ,750.00
2,800.00
4,025.00

$ 33.00
49.50
82.50

165.00
264.00
528.00
825.00

1 ,650.00
2,640.00
3,795.00

$ 33.00
49.50
82.50

165.00
264.00
528.00
825.00

1 ,650.00
2,640.00
3,795.00

35.00$

N/A

N/A

A
RUCO SCHEDULE JAC-3.1

Page 1 of 6
Arizona Water Company - Western - Ajo
Docket No. W-01445A-1 s- 0277
Test Year Ended December 31, 2004 RATE DESIGN

Monthly Usage Charge Present
Company

Proposed Rates
RUCO

Recommended Rates

Meter Size (Residential Class);
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 25.00
N/A

62.50
125.00
200.00
400.00
625.00

1 ,250.00
2,000.00
2,875.00

$ 26.62
39.93
66.55

133.10
212.96
425.92
665.50

1 ,331 ,00
2,129.60
3,061 .30

Meter Size (Commercial):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 25.00
N/A

62.50
125.00
200.00
400.00
625.00

1 ,250.00
2,000.00
2,875.00

$ 26.62
39.93
66.55

133.10
212.96
425.92
665.50

1,331 .00
2,129.60
3,061 .30

Meter Size (Industrial):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

s 25.00
N/A

62.50
125.00
200.00
400.00
625.00

1250.00
2,000.00
2,875.00

$ 26.62
39.93
66.55

133.10
212.96
425.92
665.50

1 ,331 .00
2,129.60
3,061 .30

$
Meter Size (Construction):
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$

N/A
N/A
N/A
N/A

200.00
400.00
625.00

N/A
N/A
N/A

26.62
39.93
6655

133.10
212.96
425.92
665.50

1 ,331 .00
2,129.60
3,061 .30

Meter Size (Sales for Resale):
5/8 X 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 25.00
N/A

62.50
125.00
200.00
400.00
625.00

1 ,250.00
2,000.00
2,875.00

$ 26.62
39.93
66.55

133.10
212.96
425.92
665.50

1 ,331 .00
2,129.60
3,061 .30

Private Fires $ 25.00 $ 35.00

N/A N/APublic Fire Hydrants

Coin Machine (Gallons per Quarter) N/A N/A



N/A
N/A
N/A

$ 4.4007
6.3189
8.2370

12.0733

$ 4.4007
6.3189
8.2370

12.0733

N/A
N/A
N/A

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

8.3189
8.2370

12.0733

Company
Proposed Rates

4 RUCO SCHEDULE JAC-3.1
Page 2 of 6

Arizona Water Company - Western - Ajo
Docket No. w-01445A-15- 0277
Test Year Ended December 31, 2004 RATE DESIGN

Monthly Usage Charge
Commodity Charge - Er 1,000 Gallons

Present
RUCO

Recommended Rates

5/8" x 3/4" Meter (Residential )
First 3,000 gallons
3,001 to 10,000 gallons
Over 10,000 gallons

s 3,3617
5.9502
9.2228

S 3.5796
6.3359
9.8206

First 2,000 gallons
2,001 to 5,000 gallons
5,001 to 10,000 gallons
Over 10,000 gallons

N/A
N/A
NlA
N/A

N/A
NlA
N/A
N/A

3/4" Meter (Residential)
First 3,000 gallons
3,001 to 7,000 gallons
7,001 to 11,000 gallons
Over 11,000 gallons

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

First 3,000 gallons
3,001 to10,000 gallons
Over 10,000 gallons

N/A
N/A
N/A

3.5796
6.3359
9.8206

1" Meter (Residentially
First 15,000 gallons
Over 15,000 gallons

5.9502
92228

6.3359
9.8206

First 5,000 gallons
5,001 to 13,000 gallons
Over 13,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2" Meter (Residential)
First 30,000 gallons
Over 30,000 gallons

5.9502
9.2228

8.3359
9.8206

First 10,000 gallons
10,001 to 25,000 gallons
Over 25,000 gallons

N/A
N/A
NlA

N/A
N/A
N/A

2" Meter (Residential)
First 50,000 gallons
Over 50,000 gallons

5.9502
9.2228

6.3359
9.8206

First 16,000 gallons
16,001 to 40,000 gallons
Over 40,000 gallons

N/A
N/A
N/A

N/A
NlA
N/A

3" Meter (Residential)
First 100,000 gallons
Over 100,000 gallons

5.9502
9.2228

6.3359
9.8206

First 32,000 gallons
32,001 to 80,000 gallons
Over 80,000 gallons

N/A
N/A
N/A

N/A
N/A

4" Meter (Residentially
First 150,000 gallons
Over 150,000 gallons

5.9502
9.2228

6.3359
9.8206

First 50,000 gallons
50,001 to 125,000 gallons
Over 125,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6" Meter (Residential)
First 300,000 gallons
Over 300,000 gallons

5.9502
9.2228

6.3359
9.8206

First 100,000 gallons
100,001 to 250,000 gallons
Over 250,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8" Meter (Residential)
First 525,000 gallons
Over 525,000 gallons

5.9502
9.2228

6.3359
9.8206

First 160,000 gallons
160,001 to 400,000 gallons
Over 400,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A



N/A
N/A

6.3189
8.2370

12.0733

N/A
NlA

6.3189
8.2370

12.0733

6.3189
82370

12.0733

N/A
N/A

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
NlA

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

Q
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Arizona Water Company - Western - Ajo
Docket No. W-01445A-15- 0277
Test Year Ended December 3'l, 2004 RATE DESIGN

Monthly Usage Charge Present
Company

Proposed Rates
RUCO

Recommended Rates

10" Meter (Residentiafl
First 775,000 gallons
Over 775,000 gallons

5.9502
9.2228

6.3359
9.8206

First 230,000 gallons
230,001 to 575,000 gallons
Over 575,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

5/8" x 3/4" Meter (CommerciaL)
First 10,000 gallons
Over 10,000 gallons

5.9502
9,2228

6.3359
9.8206

First 2,000 gallons
2,001 to 18,000 gallons
Over 18.000 gallons

N/A
N/A
N/A

N/A
N/A
NlA

3/4" Meter (Commercial)
First 3,000 gallons
3,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

6.3359
9.8206

1" Meter (Commercially
First 15,000 gallons
Over 15,000 gallons

5.9502
9.2228

6.3359
9.8206

First 5,000 gallons
5,001 to 25,000 gallons
Over 25,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2" Meter (Commercial)
First 30,000 gallons
Over 30,000 gallons

N/A
N/A

6.3359
9.8206

First 10,000 gallons
10,001 to 40,000 gallons
Over 40,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2" Meter (Commercial)
First 50,000 gallons
Over 50,000 gallons

5.9502
9.2228

6.3359
9.8206

First 16,000 gallons
16,001 to 60,000 gallons
Over 60,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3" Meter (Commercial)
First 100,000 gallons
Over 100,000 gallons

5.9502
9.2228

6.3359
9.8206

First 32,000 gallons
32,001 to 120,000 gallons
Over 120,000 gallons

N/A
N/A
N/A

N/A
N/A

4" Meter (Commercial)
First 150,000 gallons
Over 150,000 gallons

5.9502
9.2228

63359
9.8206

First 50,000 gallons
50,001 to 185,000 gallons
Over 185,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6" Meter (Commercial)
First 330,000 gallons
Over 330,000 gallons

5.9502
9.2228

6.3359
9.8206

First 100,000 gallons
100,001 to 300,000 gallons
Over 300,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8" Meter (Commercial)
First 525,000 gallons
Over 525,000 gallons

5.9502
92228

6.3359
9,8206



6,3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

8.2370

N/A
NlA

8.2370

N/A
N/A

8.2370

N/A
N/A

8.2370

N/A
N/A

8.2370

N/A
N/A

8.2370

N/A
N/A

8.2370

2.2500

2.2500

2.2500

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

r
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Arizona Water Company - Western - Ago
Docket No. w-o1445A-15- 0277
Test Year Ended December 31, 2004 RATE DESIGN

Present
Company

Proposed Rates
RUCO

Recommended RatesMonthly Usage Charge
First 160,000 gallons
160,001 to 500,000 gallons
Over 500,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10" Meter (Commercial)
First 775,000 gallons
Over 775,000 gallons

5.9502
9.2228

6.3359
9.8206

First 230,000 gallons
230,001 to 750,000 gallons
Over 750,000 gallons

N/A
N/A
N/A

NlA
N/A
N/A

5/8" x 3/4" Meter (lndustriall
First 10,000 gallons
Over 10,000 gallons

5.9502
9,2228

6.3359
9.8206

All Gallons N/A N/A

3/4" Meter (Industrial)
First 10,000 gallons
Over 10,000 gallons

N/A
N/A

6.3359
9.8206

AIL Gallons N/A N/A

1" Meter (Industrial)
First 15,000 gallons
Over 15,000 gallons

5.9502
9.2228

6.3359
9.8206

All Gallons N/A N/A

1 1/2" Meter (Industrial)
First 30,000 gallons
Over 30,000 gallons

5.9502
9.2228

6.3359
9.8206

All Gallons N/A N/A

2" Meter (Industrial)
First 50,000 gallons
Over 50,000 gallons

5.9502
9.2228

6.3359
9.8206

All Gallons N/A N/A

3" Meter (lndustriall
First 100,000 gallons
Over 100,000 gallons

5.9502
9.2228

6.3359
9.8206

All Gallons N/A N/A

4" Meter (Industrial)
First 150,000 gallons
Over 150,000 gallons

5.9502
9.2228

6.3359
9.8206

All Gallons N/A N/A

6" Meter (Industrial)

All Gallons 5.9502 6.3359

8" Meter (industrial)
All Gallons 5.9502 NlA

10" Meter (Industrial)
All Gallons N/A N/A

5/8" x 3/4" Meter (Constructi ve
First 2,000 gallons
2,001 to 18,000 gallons
Over 18,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

6.3359
9.8206

3/4" Meter (Constructiorml
First 3,000 gallons
3,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A



N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

6.3189
8.2370

12.0733

N/A
N/A

A.
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Arizona Water Company - Western - Ajo
Docket No. W-01445A-15- 0277
Test Year Ended December 31, 2004 RATE DESIGN

_Monthly Usage Charge Present
Company

ProDosed Rates
RUCO

Recommended Rates

N/A
N/A

6.3359
9.8206

First 10,000 gallons
Over 10,000 gallons

1" Meter (Construction)
First 5,000 gallons
5,001 to 25,000 gallons
Over 25,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 30,000 gallons
Over 30,000 gallons

N/A
N/A

6.3359
9.8206

1 1/2" Meter (Construction)
First 6,000 gallons
6,001 to 40,000 gallons
Over 40,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 50,000 gallons
Over 50,000 gallons N/A

6.3359
9.8206

2" Meter (Construction)
First 50,000 gallons
Over 50,000 gallons

5.9502
9.2228

6.3359
9.8206

First 16,000 gallons
16,001 to 60,000 gallons
Over 60,000 gallons

N/A
N/A
N/A

NlA
NlA
N/A

3" Meter (Construction)
First 100,000 gallons
Over 100,000 gallons

5.9502
9.2228

6.3359
9,8206

First 32,000 gallons
32,001 to 120,000 gallons
Over 120,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

4" Meter (Construction)
First 150,000 gallons
Over 150,000 gallons

5.9502
9.2228

6.3359
9.8206

First 50,000 gallons
50,001 to 185,000 gallons
Over 185,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

6" Meter (Construction)
First 100,000 gallons
100,001 to 300,000 gallons
Over 300,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 333,000 gallons
Over 333,000 gallons

N/A
N/A

6.3359
9.8206

8" Meter (Construction)
First 160,000 gallons
160,001 to 500,000 gallons
Over 500,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 525,000 gallons
Over 525,000 gallons

N/A
N/A

6.3359
9.8206

10" Meter (Construction)
First 230,000 gallons
230,001 to 750,000 gallons
Over 750,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 775,000 gallons
Over 775,000 gallons

N/A
N/A

6.3359
9.8206



6.3189

6.3189

6.3189

6.3189

6.3189

6.3189

6.3189

6.3189

6.3189

6.3189

llllll
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RATE DESIGN

Monthly Usage Charge
5/8" x 3/4" Meter (Sale for F'esalel
All Gallons

Present
Company

Proposed Rates
RUCO

Recommended Rates

5.9502 6.3359

3/4" Meter (Sale for Resale)
All Gallons N/A 6.3359

1" Meter (Sale fc>r Resale)
All Gallons 5.9502 6.3359

1 1/2" Meter (Sale for ResaI§_)
All Gallons 5.9502 6.3359

2" Meter (Sale for Resale)
All Gallons 5.9502 6.3359

3" Meter (Sale for Resale)
All Gallons 5.9502 6.3359

4" Meter (Sale for Resale)
AH Gallons 5.9502 6.3359

6" Meter (Sale for Resale)
All Gallons 5.9502 6.3359

8" Meter (Sale for Resale)
All Gallons

5.9502 6.3359

10" Meter (Sale for Resale)
All Gallons 5.9502 6.3359
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1
EXECUTIVE SUMMARY

2

3 RUCO recommends that the Commission adopt a 7.32 percent overall rate of return for Arizona

4 Water Company's ("AWC," or "Company") Western Group, based upon (i) the Company's

5 proposed capital structure consisting of46.31 percent long-term debt and 53.69 percent common

6 equity, (ii) RUCO's recommended 5.43 percent cost of long-term debt, and (iii) RUCO's

7 recommended 8.95 percent cost of equity, as shown below:

8

9
Weight Cost. Weighted Cost

10
Long-Term Debt
Common Equity

46.31 %
53.69 %

5.43 %
8.95 %

2.51 %
4.80 %

11 Overall Rate of Return 7.32 %

12

13
RUCO's 8.95 percent cost of equity is derived from estimates obtained from three cost of equity

estimation models, the results of which are as follows:
14

15 Esgipgated Cos_t

16 Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

8.63 %
7.79 %

10.42 %17

Average Cost of Equity 8.95 %
18

19 I will also demonstrate that the 10.75 percent cost of equity recommendation of AWC witness,

20 Ms. Pauline M. A fern significantly over-states the Company's actual cost of equity.

21

22

23

24

i

la
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t I.

2 Q.

INTRODUCTION

Please state your name, occupation, and business address.

3 A.

4

My name is John A. Cassidy. I am a Public Utilities Analyst V with the Residential Utility

Consumers Office ("RUCO"). My business address is 1110 W. Washington Street, Suite

5 220, Phoenix, AZ.

6

7 Q. Please describe your educational background and professional experience.

8 A.

9

I hold a Bachelor of Arts degree in History from Arizona State University, a Master of

Library Science degree from the University of Arizona, and a Master of Business

10 Administration degree with an emphasis in Finance from Arizona State University. I am

11

12

13

14

15

16

17

18

19

20

a member of Beta Gamma Sigma, the National Business Honor Society, and have passed

the CPA exam, though I opted not to pursue certification. I have worked professionally

as a librarian, financial consultant and tax auditor, and have over seven years of regulatory

work experience as a Public Utilities Analyst with the Arizona Corporation Commission,

where l served as a cost of capital witness on behalf of Staff testifying in numerous rate

case proceedings. l have attended utility related seminars sponsored by both the National

Association of Regulatory Utility Commissioners (NARUC), and the Society of Utility

Regulatory Financial Analysts (SURFA). At present, f am preparing to sit for the Certified

Rate of Return Analyst (CRRA) exam. Attachment 1 contains a summary of my prior

regulatory work experience.

21

22 Q. Please state the purpose of your testimony.

23 A.

24

The purpose of my testimony is to present RUCO's recommendations for the

establishment of a fair value rate of return. For purposes of establishing a fair value rate

1
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1

2

of return on its invested capital in this proceeding, the Company has elected to use its

original cost rate base (OCRB) as its fair value rate base (FVRB).

3

4 Q. Will RUCO provide direct testimony on the rate base, operating income and rate

5 design issues in this proceeding?

6 A. Yes. In addition to filing cost of capital direct testimony on behalf of RUCO, I will also file

7

8

direct testimony in this proceeding which will address the rate base and operating income

issues associated with the case, as well as RUCO's proposed rate design.

9

10 II. SUMMARY OF TESTIMONY AND RECOMMENDATIONS

11 Q. Briefly summarize how your cost of capital testimony is organized.

12 A.

13

14

15

16

17

My cost of capital testimony is organized into eleven (11) different sections as identified

in my "Table of Contents." In summary I have derived cost of equity estimates obtained

from both the Discounted Cash Flow ("DCF") model and the Capital Asset Pricing Model

("CAPM"). The DCF and CAPM are market-based cost of equity estimation models, and

both have consistently been employed by RUCO and ACC Staff in prior rate proceedings.

Additionally, both the DCF and CAPM are methodologies which the ACC has traditionally

18

19

given the most weight when establishing authorized rates of return for utilities operating

within its Arizona jurisdiction. In addition to the DCF and CAPM models, I have also

20

21

prepared a Comparable Earnings ("CE") analysis. The Company's witness, Ms. Pauline

M. A fern, also obtains cost of equity estimates from both the DCF and CAPM models, as

22 well as from a Risk Premium Model ("RPM").

23

My testimony wit! conclude with a

discussion of Ms. A fern's cost of equity estimation methodologies, and I will demonstrate

24 that her analyses significantly over-states the Company's actual cost of equity.

2

I ll
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'u

1 Q. Please summarize the recommendations and adjustments that you will address in

2 your testimony.

3 A. Based on the results of my analysis, I am making the following recommendations:

4 I recommend that the Commission adopt a 7.32 percent overall rate of return for the

5 Company. The components included in my cost of capital calculation include:1

6 Weight Cost Weighted Cost

7
Long-Term Debt
Common Equity

46.31 %
53.69 %

5.43 %
8.95 %

2.51 %
4.80 %

8 Overall Rate of Return

9

7.32 %

The cost of equity estimates included in my calculations are derived from the following

10 three cost of equity models:

Estimated Cost

12
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

8.63 %
7.79 %

10.42 °/0

13
Average Cost of Equity 8.95 %

14

15 Ill. ECONOMIC PRINCIPLES APPLICABLE TO ARIZONA

16 Q. What are the basic economic principles which apply in the determination of a fair

17 rate of return for regulated public utilities in Arizona?

18 A. For regulated public utilities in Arizona, rates are established in a manner designed to

19 allow for recovery of the utility's costs, including capital costs. This is traditionally referred

20 to as "cost of service" rate raking. Rates are established using the "rate base -- rate of

21 return" concept, wherein utilities are allowed to recover specific operating expenses, taxes

22 and depreciation, and granted an opportunity to earn a fair value rate of return on the

23

24
1 See JAC Schedule 1

3
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1

2

3

assets utilized (i.e., fair value rate base) in providing service to ratepayers. Rate base is

derived from the asset side of the utility's balance sheet, while rate of return is developed

from the liability/stockholders' equity side of the balance sheet. The revenue impact of

4 the cost of capital in rates is determined by multiplying rate base by rate of return. In the

5 instant docket RUCO is recommending an overall rate of return for AWC's Western Group

6 of 7.32 percent.

7

8 Q. Is the Company proposing that its original cost rate base also be used as its fair

value rate base?9

10 A. Yes.

11

12 Q. What is the meaning of a "fair rate of return" when analyzing a rate case

13 application?

14 A. From an economic standpoint, a "fair rate of return" is one which allows an efficient and

15

16

economically well managed utility the ability to maintain its financial integrity, attract

capital, and establish comparable returns for similar risk investments. These concepts

17 are derived from economic and financial theory and are generally implemented using

financial models and economic concepts. From a technical perspective, a "fair rate of18

19 return" is an ex_ post (after the fact) earned return on an asset base. Conversely, the cost

20 of capital is an ex ante (before the fact) expected, or required, return on a capital base.

21 In regulatory proceedings, the two terms are often used interchangeably.

22

23

24

4
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1 Q. As regulated entities granted natural monopoly status, are public utilities

2 guaranteed to earn their authorized rate of return?

3 A.

4

5

6

7

8

No. Public utilities are afforded an opportunity to earn their authorized rate of return, they

are not guaranteed to earn the rate of return authorized in a rate case. Many factors are

involved in determining a rate of return. However, investments in new plant assets made

subsequent to a rate case and/or increases to operating expenses between rate cases

can have a negative impact on a utility's realized rate of return. Conversely, an increase

in revenues and/or a decrease in operating expenses can have a positive impact on the

9 earned rate of return. In the former scenario, a public utility will generally file for a rate

10 increase. In the latter scenario, should a public utility earn a rate of return in excess of

11

12

that approved by a utility commission, then the commission may instruct the utility to file

a rate application in order that new rates be established to provide rate relief to ratepayers.

13

14 IV. GENERAL ECONOMIC CONDITIONS

15 Q.

16

Can you please explain how general economic and financial conditions are

considered in the determination of the cost of capital for a public utility?

17 A. Yes. The cost of capital is determined in part by the current and future economic and

18 financial conditions. The level of economic activity, the stage of the business cycle, the

19

20

trend in interest rates, and the level of inflation or expansion all play an important factor

in determining the cost of capital. While there are other factors involved these are the

21

22

most important and at any point in time each can have an influence on the cost of capital.

The general economic indicators which influence the cost of capital are presented in

23 Schedule JAC-6 (Pages 1-8).

24

5
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1 Q.

2

Briefly describe the recent trends in economic conditions and their impact on

capital costs over the past thirty years?

3 A.

4

5

Since the early 1980's through the end of 2007 the United States economy had been

relatively stable. This period was characterized by longer economic expansions, small

contractions, low and/or declining inflation, and declining interest rates and other capital

6 costs. However, in 2008 and 2009, the economy declined as a result of the mortgage

7 crisis and had a negative effect on the financial markets both in the US and international

financial markets. This decline was described as the worst financial crisis since the Great8

9

10

11

Depression and has been referred to as the "Great Recession." Since 2008, central banks

in the U.S. (i.e., the Federal Reserve Board) and other foreign countries have initiated

accommodative monetary policies designed to stimulate economic growth and reduce

12 unemployment in an effort to recover from this worldwide recession.

13

14

15

16

17

The recession bottomed out in mid-2009 and since that time the economy has begun to

expand again, initially at a slow pace but at a more rapid rate in recent months. This is

evidenced by the national unemployment rate falling from 7.4 percent in 2013 to 5.3

percent in 2015. At the State level, however, Arizona's unemployment rate continues to

18

19

lag that of the nation, and as of December 2015 stood at 5.8 percent? The length of this

most recent recession and the slow recovery indicate that the impact may be felt for an

20 extended period of time.

21

22

23

24 2 United States Department of
http:/lwww.bls.qov/eacl/eaq.az.htm

Labor, Bureau

6

of Labor Statistics, Arizona Unemployment Rate
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1 Q. Please describe how the economic and financial indicators were examined and how

2 they relate generally to the cost of capital.

3 A.

4

5

Schedule JAC-6 (Pages 1 and 2) identifies relevant economic data such a Real Gross

Domestic Product ("GDP") Growth, Industrial Production Growth, Unemployment,

Consumer Price Index ("CPI") and Producer Price Index. As can be seen, 2007 marked

6

7

8

g

10

the sixth year of economic expansion, but beginning in 2008 the economy entered into a

significant decline, as indicated by negative real GDP and industrial production growth as

well as an increase in the unemployment rate. Since 2010 the economy has begun to

rebound, however, overall economic growth has continued at a slower pace than that in

prior expansions following an economic downturn.

11

12

13

14

15

16

17

Since 2008 inflation, as measured bathe CPI, has been 3.0 percent or lower. The annual

rate of inflation in 2014 was 0.8 percent, and as of the end of the third quarter in 2015,

inflation stood at -0.1 percent. The annual rate of inflation has generally been declining

over the past several business cycles and continues to do so as evidenced by the low

annual inflation rates of the last three years, 2012-2014. At present, inflation is at the

lowest level experienced in the past 40 years, and is indicative of lower capital costs.

18

19 Q. What have been the trends in interest rates over the forty-year period, 1975-2015?

20 A;

21

22

23

24

Schedule JAC-6 (Pages 3 - 5) shows that interest rates rose sharply to record levels in

1975-1981, when the inflation rate was high and generally rising. Interest rates declined

substantially, as did inflation, during the remainder of the 1980s and throughout the 1990s.

Interest rates declined even further from 2000-2005, and after trending slightly upward in

years 2006-2008, continued on a downward path reaching levels in years 2009-2015 not

7

ml
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1 previously seen since the early 1960s. In 2008, the Federal Reserve (the "Fed") initiated

2 an accommodative monetary by lowering the federal funds ("Fed Funds") rate (the rate

3 the Fed charges banks for overnight transfers of funds), and in an effort to promote

4 increased lending and liquidity, eventually initiated a policy of quantitative easing, an

5 unconventional monetary policy used when short-term interest rates are at or approaching

6 zero. As a consequence, in years 2012-2015, both U.S. and corporate bond yields

7 declined to their lowest levels in more than 40 years. While interest rates have risen

8 slightly from their lows of 2012, both government and corporate lending rates remain at

9 historically low levels through 2015, again reflective of lower capital costs. On December

10 16, 2015, the Fed raised the Fed Funds rate from a level of 0 to % percent to % - %

11 percent. Since doing so, however, yields on medium- and longer-term (i.e., 5-, 7-, 10-,

12 20- and 30-year) U.S. Treasury securities have continued to fall due to heat demand by

13 fixed income investors, a circumstance suggestive that today's low interest rate

14 environment may continue into the future.3

15

16 Q. Did the action taken by the Fed to raise the Fed Funds rate in December 2015 signal

17 a change in monetary policy by the U.S. central bank?

18 A. No, it did not. While the increase to the Fed Funds rate marked the first time the Fed had

19 increased the rate it charged banks for overnight transfers of funds since mid-2006,'* in a

20 press release issued on December 16, 2015, the Fed made the following statement: "The

21

22

23

24

s As of the close of market on Wednesday, December 16, 2015, the day the Federal Reserve hiked the Fed Funds
rate, yields on the 5-, 7-, 10-, 20- and 30-year Treasury securities were 1.75%, 2.11%, 2.30%, 2.65° /0, and 3.02%,
respectively. As of the close of market on Thursday, February 11, 2016, yields on these same 5-, 7-, 10-, 20- and
30-year Treasury securities were 1.11 %,139%, 1.63%, 2.06%, and 2.50%, respectively.
4 The Fed last raised the Fed Funds rate on June 29, 2006.
http;/lwwyv_.1fede_ralreserve.ggvjmonetarypolicy/openmarket.htm

8
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1

2

stance of monetary policy remains accommodative after this increase, thereby supporting

further improvement in labor market conditions and a return to 2 percent inflation.715

3

4 Q. What trends do the economic indicators suggest for common share prices?

5 A. As shown in Schedule JAC-6 (Pages 6 and 7), stock prices were stagnant during the high

6

7

inflation/high interest rate environment of the late 1970s and early 1980s. In 1983,

however, equity prices began to rise steadily, particularly as measured by the Dow Jones

8 Industrial Average ("DJIA"), before peaking in 2007. With the onset of the Great

9 Recession in 2008, equity prices declined sharply from their highs of 2007, reaching a low

10 in the first quarter of 2009. Beginning in the third quarter of 2009, equity prices again

12

13

14

15

16

began to rise, eventually recovering the losses sustained as a consequence of the "crash"

in 2008 and, as evidenced by the performance of the DJIA, the S&P 500 Composite Index

("S81P 500"), and the NASDAQ Composite Index ("NASDAQ"), went on to reach new all-

time highs in the fourth quarter of 2015. Following the action taken by the Fed to raise

the Fed Funds rate, the equity markets have since experienced a sell-off, but all three

major stock indices have risen from their lows of February 11, 2016.6

17

18

19

20

21

22

23 Release (December 16, 2015).

24

5 Federal Reserve Board, Federal Open Market Committee, Press
http://wvvyy.fegleralre§erv_e.gov[[1ew§event§/pressjmo_netary/20151216a_.htl;n
e On February 11, 2016, the DJIA closed at 15,660.18, the S8tP 500 closed at 1,829.08, and the NASDAQ closed
at 4,266.84. On February 18, 2016, these three market indices closed at 16,413.43, 1,917.83, and 4,487.54,
respectfully.

9
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1 Q. We are now in the seventh year of recovery from the Great Recession. Is it possible

2 that the U.S. economy could fall into recession in late-2016?

3 A. Yes. In fact, research analysts at CitiGroup forecast a 65 percent probability of the U.S.

4 economy entering into recession - defined as two consecutive quarters of shrinking

5 economic growth - later this year.7 CitiGroup analysts predict (i) a global growth

6 recession in 2016 as a consequence of the continued economic downturn in China, and

7 (ii) recession in the U.S. caused by a rapid flattening of the bond yield curve towards

8 inversion, with "curve inversion coming more quickly than the consensus thinks. As718

g another observer has expressed it, "[t]he odds of a recession in 2016 may be less than

10 50%, but not by much. And in 2017, the odds shift."9

11

12 Q. In setting monetary policy, what is the Fed's stated long-term objective?

13 A. Consistent with its statutory mandate, when setting monetary policy the long-term

14 objective of the Fed's Federal Open Market Committee ("FOMC") is two-fold: (i) maximum

15 employment, and (ii) price stability (i.e., inflation of 2.0 percent).'°

16

17

18

19

20

21

22

23 11, 2016).

Release (December 16,24

7 Sherter, Alain, "Will the U.S. Economy Slip into Recession in 2016?," Money Watch (December 23, 2015).
http:l/ .cbsnews.com/news/will-the-u-s~economv-sliD-into-recession-in-2016/
8 McGeever, Jamie, "Watch for U.S. Recession, Zero Interest Rates in China next Year, Cati Says," Reuters
(December 2, 2015). http:// .reuteljs.comlarticLe[us;qlobal-e§0_nomy-idUSKBNQIL1§E20151202
9 Murray, Alan, "Is 2016 the Year  o f  t he Next Recession'?," Forfune.com (January
_http:l[f 1ne.com/2Q1§] 1ystogk-market-recession~2016/
10 Federal Reserve Board, Federal Open Market Committee, Press 2015).
http:j/www.federalreserve.0ov/newsevents/presslmonetary/2_0151_21§5a.htm

10
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1 Q. So in the event the U.S. economy went into recession in either 2016 or 2017 and

2 the unemployment rate were to rise, the Fed might once again have to take steps

3 to stimulate economic growth in order to achieve full employment, correct?

4 A. Yes, in keeping with its statutory mandate to achieve full employment, the Fed might well

5 have to do that.

6

7 Q. Has Janet Yellen, the Fed Chairperson, made statements to the effect that the Fed

8 would again consider lowering the Fed Funds rate in order to stimulate economic

9 growth?

10 A. Yes. When testifying before the Joint Congressional Economic Committee ("Committee")

11 in early December 2015 (i.e., prior to the hike in the Fed Funds rate), Ms. Yeller

12 downplayed the possibil ity of a recession in the U.S. economy but specifically

13 acknowledged the risk of a global economic recession, stating that a hike in the Fed Funds

14 rate would give the Fed "the flexibility to lower it if those risks cause the economy to falter

15 in the future."" Subsequently, when testifying before the Committee on February 11
I

16 2016, Ms. Yellen "conceded that there's a 'chance' of a downturn ahead," and indicated

17 that the Fed "is studying whether negative interest rates would help should conditions

18 worsen (emphasis added)." Ms. Yellen went on to say the following:

19

20

"In light of the experience of European countries and others that have
gone to negative rates, we're taking a look at them again, because we
would want to be prepared in the event that we would need (to
increase) accommodation.»12

21

22

23

24

11 Puzzanghera, Jim, "Downplaying Risk of Recession, Yeller Indicates an Interest Rate Hike is Coming this Month,"
Los Angeles Times (December 3, 2015). http://www.latimes.com/business/Ia-fi-yellen-congress-20151203-
storv.html
12 Cox, Jeff, "Yeilen on Negative Rates: 'We Wouldn't Take those off the Table,"' (February 11, 2016).
htto://www.cnbc.com/2016/02/11/fed-chair-velien-theres-alwavs-some-chance-of-recession.html

11



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1

2

3

4

In further testimony before the Committee, Ms. Yellen acknowledged that Fed officials

had been "caught off guard" by (i) the degree to which "[m]arkets have been tumbling as

oil prices plunge, with traders now pricing in the chance that the Fed's next move could

hike," and (ii) the persistent strength of the greenback, as thebe a rate cut rather than

5 dollar movement is "not something we anticipated."'3

6

7 Q.

8

You indicated that a stated objective of the Fed is to achieve price stability, defined

as an inflation rate of2.0 percent. Is the Fed concerned that inflation might become

9 a problem for the U.S. economy anytime soon?

10 A.

11

No, inflation is currently very low, and in keeping with its goal to achieve price stability,

the Fed would prefer to see the rate of inflation rise to a level of 2.0 percent.

12

13 Q. How do American's feel about the prospects for the U.S. economy in the coming

14

15 A.

to

17

year (i.e., 2016)?

According to a new survey conducted by the Pew Research Center, Americans are "less

optimistic about how well the economy will fare over the next year than they were last

January."'4

18

19

20

21

22

23
13 ibid.

24 14 "As election Year Nears, Public Sees Mixed Economic Picture," Pew Research Center (December 22, 2015).
http://www.people-press.orq/2015/12/22/as-election-vear-nears-public-sees-mixed-economic-picture/

12
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1 Q. What conclusions can be drawn from the above discussion of economic and

2 financial conditions as they relate to the cost of capital?

3 A.

4

5

6

7

8

9

10

11

Despite the Federal Reserve having raised the Fed Funds rate in December 2015, I

believe the probability of continued rate hikes in 2016 and 2017 to be low. Fed

Chairperson Yellen has indicated a willingness to raise short-term interest rates in the

event the U.S. economy should go into recession, and should circumstances warrant

additional monetary policy accommodation, a willingness to consider use of negative

interest rates, as well. Thus, while the U.S. economy is stronger today than it was in

2008-2009, expected investment returns have declined since the onset of the Great

Recession of 2008, and given the economic uncertainty on the horizon there is good

reason to believe that interest rates, and hence the cost of capital, would be expected to

to remain at or near current levels for the next several years.

13

14 v. CAPITAL STRUCTURE AND COST OF DEBT

15 Q. What is the Company's proposed capital structure in this proceeding?

to A.

17

AWC proposes a capital structure consisting of 46.31 percent long-term debt and 53.69

percent common equity.

18

19 Q. What is the Company's proposed cost of debt in this proceeding?

TO A.

21

22

In this proceeding, the Company proposes a cost of debt of 6.82 percent. This cost figure

represents the weighted average cost of long~term debt as presented in Schedule D-2

(Page 2) of the Company's application.

23

24

13
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1 Q.

2

What test-year was used in the prior Western Group rate proceeding, and what cost

of debt did the Company propose in that docket?

3 A.

4

In the prior AWC Western Group rate filing,15 the Company used a December 31, 2009

test-year end, and in that docket AWC similarly proposed a 6.82 percent cost of debt.

5

6 Q. But interest rates have fallen appreciably since the December 31, 2009 test-year

7 end used in the Western Group's last rate case, resulting in commensurate

8 reductions to both the cost of long-term debt as well as equity capital, true?

9 A. Yes. In response to the great recession of 2008, the Federal Reserve Board initiated an

10

11

12

13

accommodative monetary policy designed to stimulate economic growth and reduce

unemployment. As a consequence, interest rates have fallen to levels not seen since the

early 1960s, and because inflation has been held in check, both the cost of long-term debt

and equity capital have experienced historically low levels, as well.

14

15 Q.

16

Did the Company propose this same 6.82 percent cost of debt in AWC's most recent

Eastern Group and Northern Group rate filings?

17 A.

18

19

20

Yes, in both the most recent Eastern Group and Northern Group rate filings, the Company

proposed a cost of debt of 6.82 percent. In the Eastern Group docket,16 the Company

used a December 31, 2010 test-year end, and in the Northern Group docket," the

Company used a December 31, 2011 test-year end.

21

22

23

24
15 Docket No, w-01445A-19-0517.
16 Docket No. w-01445A-11-0310.
17 Docket No. W-01445A-12-0348.

14

ll Il l



Lr

Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

14

1 Q. In the AWC rate dockets noted above, did any reach resolution by means of a

2 Settlement Agreement?

3 A.

4

5

6

Yes. In both the Western Group proceeding (Docket No. W-01445A-10-0517) and the

Northern Group proceeding (Docket No. W-01445A-12-0348), resolution was achieved

by means of a Settlement Agreement.'8 Only the Eastern Group rate proceeding (Docket

No. W-01445A-11-0310) was fully litigated at Hearing.

7

8 Q.

9

What cost of debt was approved by the Commission in the Settlement Agreements

achieved in the above noted Western Group and Northern Group rate proceedings?

10 A.

11

In both the Western Group proceeding and the Northern Group proceeding, the

Commission approved the 6.82 percent cost of debt agreed to in the Settlement

12 Agreement.

13

14 Q. When setting rates for AWC's Eastern Group in Docket No. W-01445A-11-0310, did

15 the Commission approve the Company's proposed 6.82 percent cost of debt?

16 A. Yes. However, in doing so the Commission made the following statement:

17

18

"Al though this [6.82 percent]  cost of  long-term debt seems
somewhat high considering the current market, we agree that it is
appropriate to use AWC's actual cost of long-term debt as of the end of
the TY to determine the Eastern Group's cost of capital in this case."

19
To further underscore the point that the Company's 6.82 percent cost of debt appeared

20
high, the Commission then stated:

21

22
"Official notice is taken that the prime rate has been at 3.25 percent
since December 16, 2008. It may be worthwhile for AWC to explore

23

24
18 In the Northern Group settlement agreement, RUCO agreed to the revenue requirement portion, but not the SIB.

1 5
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1 whether it is possible to refinance any of its long-term debt at a more
favorable interest rate (emphasis added)."19

2

3 Q. Please provide a brief discussion of the nature and type of permanent debt capital

4 employed by AWC to fund its utility plant investment.

5 A.

6

7

8

9

On a total company basis, the debt component of AWC's capital structure consists of

$75,000,000 in 30-year term, non-amortizing, General Mortgage Bonds requiring (i) semi-

annual interest payments and (ii) a balloon payment of the aggregate principal balance

upon maturity. As shown in the Company's Schedule D-2, the Company's permanent

debt capital consists of the following three series of General Mortgage Bonds:

10

11
Series K

Series L

Series M

Issue Date

April 1, 2001

August 1, 2006

August 1, 2008

Maturity Date Amount

April 1, 2031 $15,000,000

August 1, 2036 $25,000,000

August 1, 2038 $35,000,000

interest Rate

8.05 %

6.30 %

6.67 %
12

13 Q. Does RUCO believe it is feasible for AWC to redeem refinance any portion of its

14 long-term debt at the present time?

15 A.

16

17

18

No, it is not feasible, due to highly restrictive loan covenants contained in the Indenture.

Specifically, Article 2.04 of the indenture effectively precludes the Company from

redeeming any portion of its Series K or Series L debt prior to 20 years of the 30-year

Bond Series term having elapsed. What this means is that at the earliest, the Series K

19

20

21

Bonds ($15M, 8.05° /0) would not be eligible for redemption until April 1, 2021, while the

Series L Bonds ($25M, 6.30%) would not be eligible for redemption until August 1,

2026).20 Although the Company's Series M Bonds ($35M, 6.67%) are eligible for

22

23

24 19 See Decision No. 73736 (dated February 20, 2013), p. 44, lines 20-22, and Footnote 50.
20 Information provided pursuant to RUCO 2.05.

16
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1

2

3

4

5

redemption at any time prior to maturity, a Make Whole provision would require payment

of a discounted (i.e., net present) value of all remaining scheduled interest payments from

the date of redemption to maturity. At present, the Company estimates this discounted

cost to be approximately $42M which, when added to the $35M principal balance

outstanding, would result in a total redemption cost of $77m.21

6

7 Q. For rate-making purposes, does RUCO believe AWC's inability to refinance its long-

8 term debt to be grounds for adoption of the Company's 6.82 percent embedded

9 cost of debt in this proceeding?

10 A. No. As will be demonstrated, there are several compelling reasons why adoption of the

11 Company's proposed 6.82 percent cost of debt is not warranted in this proceeding.

12

13 Q.

14

What is the first compelling reason why the Company's 6.82 percent embedded

cost of debt should not be adopted in this proceeding?

15 A.

16

17

18

19

20

21

Contemporaneous to the prime rate falling (i.e., December 16, 2008) to a level of 3.25

percent, the Company, on December 19, 2008, filed a financing application with the

Commission seeking authority to issue short-term debt in an amount not to exceed

$30,000,000.22 As stated in the application, the debt proceeds were to be used for

construction of improvements and additions to the Company's utility plant, with AWC

alleging Commission authorization of its request to be "in the best interests of the

Company and its customers." in the docket, Staff recommended Commission approval

22

23

24
2008.

21 information provided in response to RUCO 4.06.
22 See Docket No. W-01445A-08-0607, Application for Authority Io Issue Short-Term Debt, dated December 19,

17
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1

2

3

of $14,200,000 of the requested indebtedness, but the Company clearly desired

authorization of the entire $30,000,000 request, as evidenced by AWC filings made to the

docket." Nevertheless, frustrated by Staff's unwillingness to recommend approval of the

4

5

6

entire $30,000,000 request, the Company elected towithdrawits financing application,24

and in so doing (i) eliminated the potential forAy to reduce its then current 6.82 percent

weighted cost of debt through the issuance new lower cost debt, and (ii) effectively

7

8

9

10

11

ensured that during the 7-plus year period in which the prime rate remained at 3.25

percent,25 all plant additions and improvements made by AWC to its Western, Eastern

and Northern Groups would, out of necessity, be financed exclusively with higher cost

equity. For obvious reasons, withdrawal of the Company's financing application has

accrued only to the benefit of AWC shareholders. Therefore, the Commission should feel

12

13

14

no obligation to pass on what is admittedly a high cost of debt to AWC ratepayers in this

proceeding when, given the opportunity to mitigate this high cost by obtaining authority to

issue low cost debt, AWC management elected not to do so.

15

16

17

18

19

20

21

22

23

24

23 See Docket No. W-01445A-08-0607, Arizona Water Company's Comments to Arizona Corporation Commission
Staffs Recommendation, dated August 7, 2009, Arizona Water Company's Reply to Arizona Corporation
Commission Sfah"s Response, dated September 11, 2009, and Memorandum in Support of Request for Approval
to incur Short-Term Debt, dated October 2, 2009.
24 See Docket No. W-01445A-08-0607, Withdrawal of Application for Authority to Issue Short-Term Debt, dated
September 17, 2010.
25 On December 17, 2015, the prime rate rose to a level of 3.50%

18
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1 Q.

2

Since withdrawing its financing application in Docket No. W-01445A-08-0607, has

the Company made a subsequent filing with the Commission seeking authority to

issue debt?3

4 A.

5

6

No, it has not, this, despite the fact that when withdrawing its application, the Company

"respectfully reserve[d] the right to refile its application, in the form in which it was filed or

in another form, at some future date.» » 26

7

8 Q. Since withdrawing its financing application in the above referenced docket, has the

9

10

equity capital used to fund plant additions and improvements made to AWC's

Western, Eastern and Northern Groups been funded exclusively with internally

11 generated retained earnings?

12 A. No, it has not, because shareholders made a cash equity infusion of $10,222,000 into the

13

14

Company on October 29, 2010 "for the purpose of improving Arizona Water Company's

equity ratio." (Information provided in response to RUCO 5.07 see Attachment 4)

15

16 Q.

17

What is the second compelling reason why the Company's 6.82 percent embedded

cost of debt should not be adopted in this proceeding?

18 A.

19

20

21

While AWC is a public service company subject to regulation by the Commission, it is an

affiliate of San Gabriel Valley Water Company ("SGVWC"), a public service company

subject to regulation by the California Public Utilities Commission ("CPUC"). Annual

reports filed by SGVWC are available on the CPUC website, and a review of the 2014

22 annual report revealed that in 2011, SGVWC issued $30,000,000 of 10-year bonds at an

23

24
26 See Docket No. W-01445A-08-0607, Withdrawal of Applicafion, dated September 17, 2010, p. 1.

19
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1 interest rate of 3.75 percent.27 Thus, while AWC has made no effort to mitigate the high

2 cost of its long-term debt in today's low interest rate environment, its California affiliate,

3 SGVWC, has actively taken steps to do so.

4

5 Q. Since issuing the above referenced 10-year, 3.75 percent bonds in 2011, has

6 SGVWC taken further steps to reduce its weighted average cost of debt and overall

7 cost of capital?

8 A. Yes, it has. A further search of the CPUC website revealed that in 2013, SGVWC filed

g

10

an application requesting CPUC authority to issue an additional $80,000,000 of low cost

debt.28 A review of the filings made to the docket reveal that SGVWC wanted to act

11 quickly before interest rates began to rise, and in the application requested the CPUC to

12 act "as expeditiously as possible," in order to take advantage of "the currently favorable

13 conditions for the issuance of debt securities."29 In a subsequent filing, SGVWC continued

14 to urge the CPUC to act promptly on its requested authorization, as "interest rates on

15 long-term debt ha[d] recently begun to increase after a long period at historically low

16 levels.=»30

17

18

19

20

21

22

23

27 See San Gabriel Valley Water Company, 2014 Annual Report, Schedule A-24 "Account 210-Bonds," p. 36.
28 See Application 13-05-006, Application of San Gabriel Valley Water Company (U337W) for Authorization to Issue
and Sell Bonds, Notes, or Other Evidence of Indebtedness Not to Exceed $80,000,000, filed with the California
Public Utilities Commission (May 13, 2013).
29 ibid, p. 2.

24 30 See Application 13-05-006, Brief of Applicant San Gabriel Valley Water Company (U337W), filed with the
California Public Utilities Commission (November 25, 2013), p. 2.
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l In



Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1 Q. In the above noted financing docket, did SGVWC seek authorization to issue bonds

2 with a sinking fund requirement (i.e., amortizing debt)?

3 A. Yes, in its financing application SGV\NC specifically requested authority to issue bonds

4 with a sinking fund requirement, pointing out that "the interest rate and overall cost of

5 the debt securities may be reduced by the use of a sinking fund (emphasis added).H31

6 The lower cost associated with bonds having a sinking fund requirement was affirmed in

7 testimony provided by San Gabriel's Vice-President and Treasurer, Mr. David M. Batt,

8 who stated that "to get a loan on the best possible terms, a lender might want a

9 sinking fund San Gabriel certainly would want to have the ability to considerand

10 offering that arrangement (emphasis added)." Mr. Bart further testified that SGVWC

11 already had one series of bonds outstanding with a sinking fund provision.32

12

13 Q. Did the CPUC authorize SGVWC's requested $80,000,000 debt issuance?

14 A. Yes. SGVWC was granted the authority to issue the requested $80,000,000 in new long-

15 term debt by the CPUC in Decision No. 14-01-014 (dated January 16, 2014).33

16

17

18

19

20

21 31

22

23

24

In its financing application, SGVWC explained that a sinking fund normally operates in one of two ways: (1 )
Applicant may set aside a sum of money at specified dates so that, at the maturity date of the bond issue, there is
a pool of cash available to redeem the issue, or (2) Applicant may redeem specified portions of the bond issue at
agreed upon dates. See Application 13-05-006, "Application of San Gabriel Valley Water Company (U337W)," filed
with the California Public Utilities Commission (May 13, 2013), p. 6.
° 2 See Application 13-05-006,Brief of Applicant San Gabriel Valley Wafer Company (U337W), filed with the
California Public Utilities Commission (November 25, 2013), p. 4.
33 See Decision No. 14-01-014, Decision Authorizing San Gabriel Valley Wafer Company to Issue up to $80 Million
of New Long-Term Debt, (January 16, 2014).
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1 Q.

2

What is the third compelling reason why the Company's 6.82 percent embedded

cost of debt should not be adopted in this proceeding?

3 A.

4

While AWC's sister California affiliate, SGVWC, specifically requested authority to issue

bonds with a sinking fund requirement in order to further reduce its cost of long-term debt,

5

6

it appears AWC is unwilling to do likewise, as evidenced by the company's response to

RUCO 3.03(2), which reads as follows:

7

8

9

10

11

"Arizona Water Company does not consider bonds with a sinking
fund requirement to be a suitable option given the capital intensity
of the water utility industry. Retiring debt through annual sinking
fund payments significantly reduces the amount of cash flow
available and can impair the utility's ability to make ongoing necessary
system improvements and replacements. It is for this reason that public
utilities have traditionally issued debt without sinking fund requirements
(emphasis added)." (Information provided in response to RUCO 3.03 is
included in Attachment 4)

12
Q.

13
Did RUCO ask the Company why it has historically relied upon the issuance of 30-

year, non-amortizing bonds to fund its utility plant?
14

A.
15

Yes, and the Company's response to RUCO 3.03(1) reads, in part, as follows:

16

17

18

19

"Arizona Water Company has issued traditional public utility-style bonds
(i.e., long-term, non-sinking fund) because doing so is consistent with
the permanent nature of the capital deployed in financing long-lived
assets and provides cash flow to fund ongoing necessary system
improvements and replacements, thereby maintaining a balanced
capital structure without unnecessarily increasing customers' rates
(emphasis added)." (Information provided in response to RUCO 3.03
is included in Attachment 4)

20

21
In light of the above, and given the Company's unwillingness to issue lower-cost, sinking

fund bonds, there is every reason to call into question the assertion that AWC's exclusive
22

reliance on non-sinking fund debt has not 'unnecessarily increased customer's rates.I

23

24

22
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as

1 Q.

2

What is the fourth, and final, compelling reason why the Company's 6.82 percent

embedded cost of debt should not be adopted in this proceeding?

3 A.

4

5

6

7

8

9

10

11

12

13

In response to both RUCO 3.03(2) and RUCO 3.03(1), the Company addresses the cash

flow implications of sinking fund, and non-sinking fund bonds as they relate to making

"ongoing necessary system improvements and replacements," but is conspicuously silent

as to the payment of dividends. Because Awe makes exclusive use of 30-year, non-

sinking fund bonds requiring only semi-annual interest payments, the enhanced cash

flows associated with that debt more easily facilitates the payment of dividends to AWC

shareholders. Therefore, in view of the fact that the Company has done nothing to

reduce the weighted average cost of its long-term debt over the entire 7-plus year period

in which the prime rate stood at 3.25 percent, RUCO believes that consideration ofAWC's

dividend payout ratio is relevant to the issue of what cost of long-term debt should be

approved in this rate proceeding.

14

15 Q.

16

Has RUCO prepared a schedule showing what the Company's dividend payout has

been over the 10-year period, 2005-2014?

17 A. Yes. RUCO Exhibit JAC-A presents an analysis of AWC's shareholders' equity over the

18 10-year period, 2005-2014, as well as the Company's dividend payout in each year. For

19 informational purposes, the dividend payout ratios for RUCO's sample companies is also

20 provided.

21

22

23

24

23
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1 Q.

2

As measured over the 10-year period, 2005-2014, what is AWC's 10-year average

annual dividend payout ratio?

3 A. As shown in RUCO Exhibit JAC-A, over the 10-year period, 2005-2014, on an average

4 annual basis AWC paid out 93.99 percent of its earnings in the form of dividends.

5

6 Q.

7

8 A.

9

10

11

Within the 10-year period, 2005-2014, were there years in which AWC's dividend

payout exceeded earnings (i.e. a dividend payout ratio in excess of 100 percent)?

Yes. As shown in RUCO Exhibit JAC-A, within this 10-year period, the dividend payout

exceeded earnings on five occasions: in years 2007 (109.60 percent), 2008 (145.66

percent), 2009 (147.79 percent), 2010 (114.16 percent), and 2012 (111.73 percent). in

another year - 2011 (94.99 percent) - the dividend payout was almost 100 percent.

12

13 Q.

14

Over the 10-year period, 2005-2014, have there been extended periods within which

AWC's average annual dividend payout exceeded 100 percent?

15 A. Yes, as shown in RUCO Exhibit JAC-A this happened on two occasions. First, over the

16

17

8-year period, 2007-2014, when the average annual dividend payout was 101.38

percent, and second, over the 7-year period, 2008-2014, when the average annual

18 dividend payout was 100.21 percent.

19

20 Q.

21

As measured over the 5-year period, 2010-2014, what is AWC's 5-year average

annual dividend payout ratio?

22 A. As shown in RUCO Exhibit JAC-A, over the 5-year period, 2010-2014, on an average

23 annual basis AWC paid out 81.61 percent of its earnings in the form of dividends.

24

24
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1 Q. What are RUCO's observations concerning the above noted AWC dividend payout

2 ratios?

3 A.

4

RUCO has only one observation: the ability ofAWC to achieve such high dividend payout

ratios year-in and year-out over the last ten years is a testament to the fact that the

5

6

7

8 no

9

enhanced cash flows made possible by the Company's exclusive use of higher cost, non-

sinking fund debt does, indeed, facilitate the payment of dividends. Unfortunately, while

AWC shareholders have directly benefitted from this higher cost debt, the Company has

made effort to mitigate or otherwise reduce its weighted cost of debt over a 7-year

extended period of time in which interest rates have reached historically low levels.

10

11 Q.

12

13

You noted earlier that AWC shareholders made a $10,222,000 equity infusion into

the Company in 2010 for the stated purpose of increasing the equity component.

What was the amount of the annual dividend distribution made to AWC

14 shareholders in each of the following two years, 2011 and 2012?

15 A.

16

17

18

As shown in RUCO Exhibit JAC-A, AWC paid total annual dividends of $4,665,600 in

2011, and total annual dividends of $7,079,400 in 2012. Thus, over the two years

combined, the total dividend distribution made to AWC shareholders in years 2011 and

2012 was $11,745,000 ($4,065,600 + $7,079,400 = $11 ,745,000).

19

20 Q.

21

22

So after having made an equity infusion of $10,222,000 in late 2010, within the next

two years AWC shareholders received total dividend distributions in an amount

greater (i.e., $11,745,000) than the equity infusion made in 2010, correct?

23 A.

24

Yes. In fact, the total 2011 and 2012 dividend distribution exceeded the 2010 equity

infusion by $1,523,000 ($11,745,000 - $10,222,000 : $1,521-3,000). That the Company

25
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1

2

was able to return the equity infusion made by shareholders in the form of a dividend

distribution in such a short period of time underscores the point made earlier concerning

3

4

the enhanced cash flows resulting from AWC's exclusive use of higher cost, non-sinking

fund debt and how it facilitates the payment of dividends to shareholders.

5

6 Q.

7

8

In view of the compelling reasons noted above as to why the Company's 6.82

percent embedded cost of debt should not be adopted, for rate making purposes

in this proceeding what cost of debt does RUCO recommend?

9 A.

10

11

RUCO recommends adoption of a 5.43 percent cost of debt for AWC's Western Group,

a cost rate equal to the December 31, 2014 weighted average cost of long-term debt used

to fund the utility plant of RUCO's proxy group of companies.

12

13 Q.

14

15

For purposes of its cost of capital recommendations in this docket, why did RUCO

elect to use the 5.43 percent sample average weighted average cost of long-term

debt of its proxy group of companies?

16 A.

17

18

19

20

The reason is two-fold. First, when estimating the cost of equity, a proxy group of sample

companies is used to obtain an estimated cost rate. RUCO's adoption of the 5.43 percent

weighted average cost of debt for its sample companies is predicated on this same

concept. Second, as shown in Schedule JAC-6 (Page 8), the common equity ratios, and

thus the capital structures, of RUCO's proxy group of companies closely mirrors that of

21 AWC.

22

23

24

26
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Jr

1 Q.

2

3

Has RUCO prepared a schedule presenting the overall (i.e., sample average)

weighted average cost of long-term debt for its sample companies to support its

recommended 5.43 percent recommended cost of debt?

4 A. Yes. As shown in RUCO Exhibit JAC-B, for each of RUCO's sample companies the

5

6

7

8

g

10

11

12

13

14

balance of long-term debt outstanding, as of December 31, 2014, used to fund utility plant

is presented in Column [A], the weighted average cost of long-term debt for each company

is presented in Column [B], and the annual interest expense associated with each

company's long-term debt is presented in Column [C]. For informational purposes, the

weighted average years to maturity of long-term debt outstanding for each sample

company is presented in Column [D], the percentage of total long-term debt issued by

each sample company exceeding AWC's 6.82 weighted cost of debt is presented in

Column [E], while a comparison between AWC's lowest cost debt (i.e., Series L Bonds

($25M @ 6.30%) and the weighted average cost of debt for each sample company is

presented in Column [F].34 information relating to AWC appears at the top of the

15 schedule.

16

17 Q. Please enumerate the most significant i tems of information presented in RUCO

18 Exhibit JAC-B.

19 A.

20

21

22

First, as shown in Column [B], as of December 31, 2014, the weighted average cost of

long term debt for RUCO's sample companies is 5.43 percent, a figure 140 basis points

lower than the Company's 6.82 percent weighted average cost. Second, as shown in

Column [D], AWC rate payers will be saddled with this higher cost debt for an extended

23

24 34 Information obtained from the 2014 Form 10-K filed with the Securities and Exchange Commission by each
sample company was used in the preparation of Exhibit JAC-B.

27
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1

2

3

4

5

6

7

8

9

period of time, as the Company's long-term debt has a weighted average years to maturity

of 21.43 years. Third, as shown in Column [E], of the total long-term debt issued and

outstanding by RUCO's sample companies, on average only 17.31 percent carries an

interest rate higher than AWC's weighted average 6.82 percent cost of debt. Fourth, as

shown in Column [F], with the exception of American States Water (6.51 percent), all of

RUCO's sample companies have a weighted average cost of debt lower than AWC's

lowest cost debt (i.e., Series L Bonds, 6.30 percent). Finally, as shown in Column [C],

AWC had annual interest expense ($5,118,614) exceeding that of one publicly-traded

sample company (York Water Company, $4,647,175).

10

11 Q.

12

13

In compiling the data used in the preparation of RUCO Exhibit JAC-B, did you find

that the publicly-traded sample companies utilized amortizing debt (i.e., sinking

fund debt) in an effort to reduce the weighted average cost of long-term debt?

14 A. Yes. The 10-K Forms filed by RUCO's nine sample companies indicated that each utilized

15 amortizing debt in order to reduce its overall weighted average cost of long-term debt.

16

17 VI. SELECTION OF PROXY GROUP

18 Q. Was RUCO able to directly estimate AWC's cost of common equity?

19 A. No. The Company's common stock is not publicly-traded, and for this reason it is not

20

21

22

possible to directly estimate AWC's cost of common equity. Therefore, RUCO employed

a proxy group of publicly-traded water utility companies to indirectly estimate the

Company's cost of equity utilizing financial market data available for each sample

23 company.

24

28
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1 Q.

2

What publicly-traded water utility companies has RUCO selected for inclusion in its

proxy group?

3 A.

4

5

6

7

RUCO's proxy group consists of the following nine publicly-traded water utility companies:

American States Water, American Water Works, Aqua America, Artesian Resources,

California Water, Connecticut Water, Middlesex Water, SJW Corp., and York Water.

These nine water utilities comprise the entire universe of publicly-traded water utility

companies followed by both the Standard Large-Cap and Small 8¢ Mid-Cap editions of

8

9

The Value Line Investment Survey. Attachment 2 contains the most recent Value Line

quarterly update for each of RUCO's nine proxy companies.

10

11 Q.

12

For purposes of her analysis, does the Company's cost of capital witness, Pauline

M. A fern, employ the same proxy group used by RUCO?

13 A. No. Ms. A fern's proxy group consists of eight of the nine water utility companies in

14

15

RUCO's sample group, for purposes of her analysis, Ms. A fern excludes Artesian

Resources from her proxy group.

16

17 VII. DCF ANALYSIS

18 Q. What is the theory and methodological basis of the DCF model?

19 A.

20

21

22

23

24

The DCF model is one of the oldest and most commonly used models for estimating the

cost of equity ("COE") for public utilities, and the only one which intrinsically takes into

consideration the price investors are willing to pay for a given unit of return. The DCF is

based on the "dividend discount model" of financial theory, which maintains that the value

(price) of any security or commodity is the discounted present value of all future cash

flows.

29
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1

2

The most common variant of the DCF used to estimate the cost of equity is the Constant

Growth DCF model, which assumes that dividend growth is expected to continue at a

constant rate into perpetuity, is expressed by the following formula:
3

4

5

6
Where:

7

8

K = cost of equity

DI = expected annual dividend

Po = current stock price

g = expected constant rate of dividend growth
9

10

11

12

This formula essentially recognizes that the return expected, or required, by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

13

14 Q. For purposes of its DCF analysis, does RUCO employ the Constant Growth DCF

model?15

16 A. Yes. In doing so, RUCO combines the current dividend yield (Do/Po) for each proxy group

17 sample company with several indicators of expected dividend growth.

18

Q. How did RUCO derive the dividend yield component of the DCF equation?
19

A.
20

21

22

23

Several different methods can be used to compute the dividend yield component in the

constant growth DCF model. However, for purposes of its analysis RUCO utilized the

Gordon quarterly compounding method to compute the dividend yield component, as it

gives recognition to the timing of dividend payments and dividend increases. The Gordon

quarterly compounding method is expressed as follows:
24
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1
Yield

D0(1+0.5g)
Po2

3

4

5

6

The current stock price (Po) in my yield calculation represents the average of the high and

low stock price for each proxy company over the most recent three month period

(November 2015 - January 2016). The current dividend (Do) is the current annualized

dividend rate for each proxy company, computed using the most recent quarterly dividend.
7

How does RUCO estimate the dividend growth (g) component of the DCF equation?

11

In estimating the dividend growth rate in its DCF analysis, RUCO gives consideration to

the following five indicators of growth:

12

13

Five-year average (2010-2014) earnings retention (i.e., fundamental)
growth, as reported by Value Line,

14

15

Five-year average of historic growth in earnings per share (EPS),
dividends per share (DPS), and book value per share (BVPS), as
reported by Value Line,

16 Years 2015, 2016 and 2018-2020 projections of earnings retention
growth, as reported by Value Line,

17

18

Years 2012-2014 to 2018-2020 projections of EPS, DPS, and BVPS,
as reported by Value Line, and,

19 Five - year projections of EPS growth, as reported by Yahoo Finance.

20

21

22

23

RUCO believes this combination of growth indicators to be a representative and

appropriate set with which to estimate investor expectations of dividend growth for its

proxy group of sample companies, as each is a determinant of dividend growth.

Additionally, these growth indicators are reflective of the types of information that

24
investors normally take into consideration when making an investment decision.

31
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1 Q. Please describe RUCO's DCF calculations.

2 A. RUCO's DCF analysis is presented in Schedule JAC-3, Pages 1 through 4. Page 1

3

4

5

presents RUCO's overall DCF cost of equity estimation results for its proxy group of

sample companies. As can be seen, "raw" DCF calculations are presented on several

bases: mean, median, and high values. Page 2 presents the calculation of the dividend

6

7

yield for each proxy company prior to adjustment for growth. Pages 3 and 4 present

RUCO's historical and projected growth rate calculations for its proxy group of companies.

8

9 Q. What does RUCO conclude from its DCF cost of equity estimation analyses?

10 A.

11

12

to

14

The DCF cost of equity rates obtained for RUCO's proxy group fall into a range between

7.58 percent and 8.63 percent. RUCO's highest DCF cost rate is 8.63 percent. RUCO

concludes that 8.63 percent represents the current DCF cost of equity for the proxy group.

Accordingly, RUCO recommends a DCF cost of equity of 8.63 percent for AWC's Western

Group, which is based on the high end of the DCF range.

15

16 Vlll. CAPM ANALYSIS

17 Q. Please describe the theory and methodological basis of the CAPM.

18 A.

19

20

21

Developed in the 1960s and 1970s as an extension of modern portfolio theory, the CAPM

describes the relationship between a security's investment risk and its market rate of

return.35 This relationship identifies the rate of return which investors expect a security to

earn so that its market return is comparable with the market returns earned by other

22

23

24
35 The CAPM makes the following assumptions: 1) single holding period, 2) perfect and competitive securities
market, 3) no transaction costs, 4) no restrictions on short selling or borrowing, 5) the existence of a risk-free rate;
and 6) homogeneous expectations.
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1

2

3

securities that have similar risk. The relationship is specified by the Security Market Line

(SLM) that indicates the relationship between each security or portfolio's "beta" and its

resulting return. Beta is a measure of relative risk (i.e., volatility) between a given equity

4 security and the market as a whole.

5

6 Q. How is the CAPM derived?

7 A. The general form of the CAPM is expressed by the following formula:

8

9

K=Rf+ ,e (Rm-Rf )

Where: K = cost of equity

10 Rf = risk free rate

11 Rm = return on market

12

13

,8 = beta

Rm - Rf = market risk premium

14

15 Q. Can you please identify the strengths of using the CAPM model in your analysis?

16 A. Yes. The CAPM is cited as having the following strengths (1) it is based on the concept

17

18

19

20

of risk and return, (2) it is company specific as it relates to the specific beta's within the

industry, (3) it has widespread use as it recognizes that investors can and do diversify, (4)

given the assumptions underlying the model, it is highly structured and easy to apply, (5)

the model is formulistic and the data used in the computations is readily available, (6) it is

21 a forward looking concept; and (7) it is a method for converting changes in interest rates

22 to the cost of equity.

23

24

33
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1 Q. What risk-free (Rf) rate does RUCO use in its CAPM analysis?

2 A.

3

For purposes of its CAPM analysis, RUCO uses a risk-free rate of 2.95 percent. RUCO's

risk-free rate represents the 3-month average yield on the 30-year long-term U.S.

4 Treasury Bond, measured over the 3-month period, November 2015 - January2016. The

5 calculation of RUCO's risk-free rate is presented in Schedu\e JAC-4, Page 1.

6

7 Q. Is it customary to use the yield on U.S. Treasury securities as the risk-free (Rf)

rate in the CAPM?8

9 A.

10

11

12

13

Yes, because debt securities issued by the United States Department of the Treasury are

considered to be free of default risk. For purposes of its analysis, RUCO elected to use

the yield on the 30-year U.S. Treasury Bond as a measure of the risk-free rate because

the 30-year maturity of U.S. Treasury Bonds more closely matches the useful life of the

Company's utility plant assets.

14

15 Q. Did RUCO consider use of a forecasted long-term Treasury bond rate as the risk-

16 free rate to be used in its CAPM analysis?

17 A. No. The appropriate interest rate to be used in the CAPM is the current rate borne by

18

19

20

21

22

investors in the market place. Use of a forecasted risk-free rate overstates the estimated

cost of equity derived from the CAPM. Use of a current, or recent average, long-term

Treasury rate is reflective of investor's current expectations, and as such is the

appropriate risk-free rate to be used in the CAPM. This is particularly true given the

prospect that the Fed may have to further reduce short-term interest rates and/or initiate

23 an accommodative monetary policy utilizing negative interest rates should the U.S.

24 economy, once again, go into recession.
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1 Q. What beta does RUCO employ in its CAPM analysis?

2 A.

3

4

5

6

7

8

9

10

RUCO employs the most recent (i.e., January 16,2016) Value Line beta reported for each

company in its proxy group. Once again, beta36 is a measure of the relative riskiness (i.e.

as measured by market volatility) of a given company's stock in relation to that of the

market as a whole. The market is assumed to have a beta of 1.0, thus, firm's having a

beta less than 1.0 are considered to be less risky than the market, whereas firms having

a beta coefficient greater than 1.0 are considered to be riskier than the market. As

regulated entities insulated from market competition by virtue of having been granted

natural monopoly status, the common stocks of utility companies are perceived to be less

risky than the overall market and, thus, have traditionally had betas less than 1 .0.

11

12 Q. How does RUCO estimate the market risk premium (Rm-Rf) component?

13 A.

14

15

16

17

18

19

20

The market risk premium component (Rm-Rf) represents the investor-expected premium

of common stocks over the risk-free rate, or government bonds. For purposes of its

analysis, RUCO estimated the market risk premium by comparing annual realized returns

on equity for the S8<P 500 group with the actual annual yields on 20-year long-term

Treasury bonds over the period, 1978-2015. As shown in Schedule JAC-4, Page 2, the

market risk premium component used in RUCO's CAPM represents the average of

differential returns on equity for the S8<P 500 group and the annual yields on 20-year U.S.

Treasury bonds over this 1978-2015 period of time. RUCO determined the average ROE

on the S84P 500 to be 13.69 percent, and the average 20-year U.S. Treasury bond yield
21

22

23

24
as See Attachment 2 lr\dividua\ proxy companies beta's identified
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1

2

to be 6.78 percent. Thus, based upon these returns RUCO concluded the market risk

premium (Rm-Rf) component in its CAPM to be 6.91 percent (13.69% - 6.78% = 6.91%).

3

4 Q. What did RUCO conclude the overall estimated CAPM COE to be?

5 A. As shown in Schedule JAC-4, Page 1, the CAPM COE estimate for RUCO's proxy group

6 of sample companies is 7.79 percent.

7

8
lx. CE ANALYSIS

9 Q. Please describe the basis of the Comparable Earnings (CE) methodology.

10 A.

11

12

13

14

The CE method is designed to measure returns expected to be earned on the original

cost book value of similar risk business enterprises, in this case RUCO's proxy group of

companies. Thus, it provides a direct measure of the fair return, since it translates into

practice the competitive principle upon which regulation rests. This is true despite AWC

not being a public company, as it provides additional support that the company will be

earning a fair rate of return.
15

16

17 Q. How did RUCO apply the CE methodology?

18 A.

19

RUCO applied the CE methodology by examining realized returns on equity for its proxy

group of sample companies over the 10-year period, 2005-2014, as well as projected

returns on equity for 2015 and 2016, and 2018-2020.
20

21

22 Q. What cost of equity results were obtained from RUCO's CE analysis?

23 A. As shown in Schedule 5, RUCO calculated historical returns on equity for its sample

companies over both a 5- and 10-year period, and projected returns on equity over the 5-
24
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Ur

1

2

3

year period, 2015-2019. Based upon its analysis, RUCO generated mean and median

CE cost of equity estimates ranging from a low of 8.63 percent to a high of 10.42 percent.

The results of RUCO's CE cost of equity analysis based on returns on equity for the proxy

4 group can be summarized as follows:

5 Historic ROE's Protected ROE's

6 Mean 8.83 % - 9.18 % 10.42 %

7 Median 8.63 % - 8.74 % 9.92 %

8

g

For purposes of its analysis, RUCO adopts the 10.42 percent cost of equity estimate at

the high end of the range as its CE-derived cost of equity estimate for the Company.

10

11 x. RUCO RESPONSE TO COMPANY'S COST OF CAPITAL WITNESS Ms. PAULINE M.

12 AHERN

13 Please summarize Ms. A fern's cost of equity estimation methodology and

14 recommendations.

15 A.

16

17

18

19

Ms. Ahem recommends a 10.75 percent cost of equity based on estimates derived from

the constant growth DCF model, two risk premium models (the Predictive Risk Premium

Modeler ("PRPMTM") and a Risk Premium Model using an Adjusted Total Market

Approach), and the CAPM model (both the Traditional CAPM and the Empirical CAPM)

for a proxy group of eight sample companies.

20

21

22

23

24

Q.

For purposes of her analysis, Ms. A fern relies on the average of the mean and median

cost rates obtained from each of her cost of equity models. Accordingly, Ms. A fern

derives an estimated 8.64 percent cost of common equity from her DCF model, an

estimated 10.76 percent cost of common equity from her two risk premium models, and
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1

2

3

4

5

6 Ms. A fern's

7

an estimated 9.58 percent cost of common equity from her CAPM models. She concludes

that the indicated cost of common equity to her sample group of companies before

adjustments for credit risk and business/ small size risk is 9.60 percent. To this 9.60

percent indicated cost of equity figure, Ms. A fern adds an upward 63 basis point credit

risk adjustment and an upward 50 basis point business/small size risk adjustment, thus

arriving at an indicated cost of common equity of 10.73 percent.

recommended cost of common equity for Awc is 10.75 percent.

recommended rate of return for the Company is 8.93 percent.

Her overall

8

9

10

11

12

For purposes of her constant growth DCF analysis, Ms. Ahem (i) relies on 5-year analysts'

forecasts of EPS growth from Value Line, Reuters, Zack's and Yahoo! Finance to estimate

the dividend growth (g) component, (ii) utilizes a 60-day average stock price (Po) in the

13 computation of the current dividend (D0/P0) yield, and (iii) makes a semi-annual

14

15

compounding adjustment to the expected dividend yield (Dil Po) component to reflect the

periodic payment of dividends.

16

17

18

19

20

For purposes of her CAPM, ECAPM and PRPMTM analyses, Ms. Ahem employs an

inflated risk-free (RF) rate of 3.69 percent; a figure representing the forecasted average

yield on 30-year U.S. Treasury Bonds obtained from Blue Chip Financial Forecasts

covering (i) the 18-month period, Q2 2015 .- QS 2016, (ii) the 5-year period, 2017-2021,

and (iii) the 5-year period, 2022-2026.21

22

23

24

38
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1 Q.

2

3

Turning first to Ms. A fern's DCF analysis, as presented in Exhibit PMA-5 (Page 1),

did RUCO find Ms. A fern's sample average (8.93 percent), sample median (8.35

percent) and average mean/median (8.64 percent) DCF cost rates to be overstated?

4 A.

5

6

7

8

9

10

The DCF cost estimates presented in Exhibit PMA-5 (Page 1) are overstated, and this

overstatement is largely attributable to recent reductions made to Value Line's 5-year EPS

growth forecast for six of Ms. A fern's eight sample c:ompanies.37 Additionally, there have

been changes to the Yahoo! Finance 5-year EPS growth estimates for three of Ms.

A fern's sample companies (American States Water, American Water Works and Aqua

America).38 As a consequence, the average projected 5-year EPS growth estimate

presented in column [6] of PMA-5 (Page 1) for six of Ms. A fern's sample companies is

11 overstated."

12

13 Q.

14

Has RUCO determined the extent to which Ms. A fern's sample average, sample

median and average meanlmedian DCF cost rates, as presented in Exhibit PMA-5

15 (Page 1), have been overstated?

16 A.

17

18 percent,

19

20

Yes. As shown in RUCO Exhibit JAC-C, after updating the Value Line and Yahoo!

Finance 5-year projected EPS growth estimates in column's [2] and [5] of A fern Exhibit

PMA-5, RUCO determined (i) the sample average DCF cost rate to be 8.47 (ii)

the sample median DCF cost rate to be 8.25 percent, and (iii) the average mean/median

DCF cost rate to be 8.36 percent. For purposes of her analysis, Ms. A fern relies upon

21

22

23

24

37 Value Line (January 16, 2016). Only Value Line's 5-year EPS growth forecast for Middlesex Water (5.0 percent)
and York Water (6.5 percent) remained unchanged.
as For purposes of confirmation, see RUCO Schedule JAC-3 (Page 1), column [F].
39 Only the average projected 5-year EPS growth rate for Middlesex Water (3.85 percent) and York Water Company
(5.70 percent) remained unchanged.

39
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1 the average mean/median DCF estimate in her cost of equity analysis, therefore, her DCF

2 cost of equity estimate has been overstated by 28 basis points (8.64° /0 8.36%

3 0.28%).

4

5 Q. What is Ms. A fern's estimated Predictive Risk Premium Model ("PRPMTM") cost of

6

7 A.

8

g

equity?

As shown in Exhibit PMA-7 (Page 2), Ms. A fern's sample average PRPMTM COE is 11.94

percent, her median PRPMTM COE is 11.24 percent, and her average meanlmedian

PRPMTM COE is 11.59 percent. For purposes of her analysis, Ms. A fern relies on the

Therefore, for purposes of her cost of equity10 average mean/median estimate.

11 recommendation in this docket, Ms. A fern's PRPMTM estimated COE is 11.59 percent.

12

13 Q.

14

Among the cost of equity estimates obtained by Ms. A fern in this docket, is the

11.59 percent estimate obtained from the PRPMTM the highest?

15 A. Yes, it is.

16

17 Q. In arriving at her 11.59 percent PRPMTM derived cost of equity estimate, what risk-

18 free (RF) rate does Ms. A fern employ?

19 A.

20

As shown in Exhibit PMA-7 (Page 2), Column 6, Ms. A fern uses a forecasted risk-free

rate of 3.69 percent. As shown in Exhibit PMA-8, Note 2, this 3.69 percent risk-free rate

21

22

23

represents the average of forecasted yields on 30-year U.S. Treasury Bonds, covering

the following periods: (i) the 18-month period, Q2 2015 .- QS 2016, (ii) the 5-year period,

2017-2021, and (iii) the 5-year period, 2022-2026, as reported by Blue Chip Financial

24 Forecasts.
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1 Q. Does Ms. A fern's use of a forecasted 30-year Treasury Bond yield as the risk-free

2 rate in her PRPMTM analysis overstate the cost of equity?

3 A. Yes. As noted earlier, the appropriate risk-free rate to be used is the current rate borne

4 by investors in the market place. Use of a forecasted risk-free rate overstates the

5 estimated cost of equity. Use of a current, or recent average, long-term Treasury rate is

6 reflective of investor's current expectations, and as such is the appropriate risk-free rate

7 to be used when estimating the cost of equity.

8

9 Q. Does RUCO find it somewhat ironic that Ms. A fern, on behalf of the Company,

10 would advocate for the adoption of cost of equity estimates predicated on the

11 assumption that interest rates will rise (i.e., her use of a forecasted risk-free rate)

12 when, during an extended period (7-years plus) of historically low interest rates,

13 the company has made no effort to reduce its weighted average cost of long-term

14 debt?

15 A. Yes.

16

17 Q. Have cost of equity estimates derived from the PRPMTM previously been adopted

18 by the Commission in a rate proceeding?

19 A. No, they have not.40

20

21

22

23

24

40 See Decision No. 75268 (dated September 8, 2015), EPCOR Water Arizona, Docket No. WS-01303A-14-0010,
p.41. In the Decision, the Commission rejected cost of equity estimates obtained from Ms. A fern's PRPMTM, stating:
"We are not persuaded that the Company's PRPM, which was developed and sponsored by its witness, should be
adopted in this case. Despite Ms. A fern's claims, the record does not support a conclusion that the PRPM has been
peer-reviewed simply because it appeared in a few journals and that it may be included in future publications."

41
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1 Q.

2

Have cost of equity estimates derived from the PRPMTM previously been adopted in

a rate proceeding before any regulatory commission?

3 A. No. To date, cost of equity estimates derived from the PRPMTM have not been adopted

4

5

in a rate proceeding before any regulatory commission. The following is an excerpt from

the Final Order issued by the Maine Public Utilities Commission in which PRPMTM derived

6 cost of equity estimates proposed by Ms. A fern were rejected:

7

8

9

10

11

12

13

"We are not convinced that we should accept results based on a newly
derived analytical model that has not been rigorously vetted. As
acknowledged by Ms. A fern, the PRPMTM model is one that was
developed by her consulting firm Associated Utility Services (AUS) and
has been used only by AUS cost of equity consultants since 2012.
January 14, 2014 Tr. At 37. To the best of Ms. A fern's knowledge, no
other state commission has adopted it. January 14, 2014 Tr. At 39-40.
As stated by Mr. Hill, the model does not easily lend itself to analysis
and independent verification of accuracy. At this point, we are not
prepared to incorporate the results of the analysis using the PRPMTM
inputs into our determination of an appropriate ROE in this case. This
does not however preclude us from future reliance once the model is
fully vetted by academia and other regulatory bodies."4*

14
Q.

15
The above cited passage makes reference to a Mr. Hill. Does RUCO have

16
knowledge of Mr. Hill, and if so, did RUCO review his cost of capital testimony in

the above referenced Maine docket as it relates to Ms. A fern's PRPMTM model?
17

A.
18

Yes. Mr. Stephen G. Hill is a Certified Rate of Return Analyst (CRRA) and former Vice-

19

20

21

President of the Society of Utility Regulatory Financial Analysts (SURFA), and has

previously filed cost of capital testimony on behalf of RUCO before the Commission on

many occasions. In reviewing the docket, RUCO found that Mr. Hill addressed Ms.

A fern's PRPMTM model in oral surrebuttal testimony provided at hearing. A transcript of
22

23

24 41 See Maine Water Company-Camden 8< Rockland Division, Maine Public Utilities Commission (Docket No. 2013-
00362), Final Order, pp. 11-12.
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1 Mr. HilTs surrebuttal testimony is available on the Maine Public Utilities Commission

2 website,42 and it serves as an insightful tutorial as to the reasons why cost of equity

3 estimates obtained from the PRPMTM should not be adopted in a regulatory rate

4 proceeding. As contained in the transcript, the following is a brief bullet-point overview of

5 Mr. Hill's substantive criticism of Ms. A fern's PRPMTM model:

6

7 1)

8

9

2)
10

3)
11

4)
12

13 5)

14

6)
15

16

17

18

19

The threshold question to be asked when a new cost of equity
estimation model is introduced is whether it provides a reasonable
estimate of the COE, and the PRPMTM model developed by Ms. A fern
and herformerAUS colleagues fails to pass this threshold test because
it overstates the COE,
Unlike the DCF and CAPM models, both of which are based on financial
economics, the PRPMTM is based on behavioral economics,
Behavioral economics is used to measure a "utility function," not a
"dollar return function,"
The PRPMTM utilizes a historical data set of monthly returns, and
assumes that investors are buying and selling the market every
month,
in using the PRPMTM to estimate the cost of equity for utility companies,
Ms. A fern improperly assumes that utility stocks are not defensive
stocks,43 ,.
The PRPMTM is a consumption-based asset pricing model subject to
statistical GARCH analysis, and there are three general problems
associated with such models:
a) Changes in conditional variance are much more dramatic when

uti l izing dai ly or monthly data, and much weaker at lower
frequencies (i.e., the stock price volatilities obtained by Ms. A fern
when using monthly data are much more pronounced than had she
utilized yearly data),

b) Forecasts of excess stock returns do not move proportionally with
estimates of conditional variance - Ms. A fern's PRPMTM analysis

20

21 42

22

See Transcript of Hearing, Maine Water Company-Camden & Rockland Division, Maine Public Utilities
Commission (Docket No. 2013-00362), dated January 14, 2014. Mr. Hill's oral surrebuttal testimony appears on
PP- 57-97.
https:/lm puc-cms.maine.qov/CQM.Public.WebUllCommon/CaseMaster.aspx?CaseNumber=2013-00362

23

24

43 To demonstrate that this is an invalid assumption, Mr. Hill cites to a definition of "defensive stock," obtained from
lnvestopedia, which reads as follows: "The utility industry is an example of defensive stocks because, during all
phases of the business cycle, people need gas and electricity. Many active investors will invest in defensive stocks
if a market downturn is expected."
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1

2

assumes that conditional variance determines stock price
movements, but research shows that this is not the case, and

c) There is little evidence of cyclical variation and consumption
volatility that could explain the variation in stock market volatility.4'*

3

4 Q. You indicated that Mr. HilTs surrebuttal testimony was provided orally at hearing.

5 Did Ms. A fern also testify at that hearing, and if so how did she respond to Mr. Hill's

criticism of the PRPMTM?6

7 A. Yes, Ms. A fern testified at the hearing, and her oral rebuttal testimony is included in the

8 transcript from that Maine docket. A review of that document indicates that at no time did

9 Ms. A fern take exception to the criticism leveled against the PRPMTM by Mr. Hill.

10

11 Q. In accordance with the Efficient Market Hypothesis, investors are assumed to be

12 "rational." In your judgment, would a so-called 'rational investor' buy and sell the

13 market on a monthly basis (i.e.,churn the account) in the fashion the PRPMTM does

14 in Ms. A fern's cost of equity analysis?

15 A. No, and this is an additional reason why cost of equity estimates obtained from the

16 PRPMTM model should be rejected when setting rates for AWC's Western Group in this

17 proceeding.

18

19

20

21

22

23

24 44 See Maine Water Company-Camden 8< Rockland Division, Maine Public Utilities Commission (Docket No. 2013-
00362), Surrebutfal Testimony of Stephen G. Hill, Transcript of Hearing, dated January 14, 2014, pp. 57-98.
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1 Q.

2

3

4

5

Ms. A fern presents the results of her PRPMTM cost of equity estimates in Exhibit

PMA-7 (Page 2). As shown, column [2] presents the PRPMTM derived predicted risk

premiums for each of her sample companies, and among these risk premium

values, only two - (Aqua America (10.95 percent) and York Water Company (10.30

percent) - exceed ten percent.45 Does RUCO have reason to believe that the 10.30

6 percent predicted risk premium shown for York Water is significantly overstated?

7 A. Yes.

8

9 Q.

10

Please explain why RUCO believes the 10.30 percent PRPMTM derived predicted risk

premium for York Water to be significantly overstated.

11 A. As mentioned earlier, the PRPMTM model utilized by Ms. Ahem in her analysis was

12 developed by Ms. A fern and several former associates with the firm, AUS Consultants.

13 In 2011, in an article co-authored by Ms. A fern and published in the Journal of Regulatory

14 Economics, the authors make the following statement:

15

16

"Another problem is that the model [i.e., PRPMTM model] requires a
substantial time series history on stock returns data to develop
stable estimates of risk premier (emphasis added)."46

17

18

19

20

21

22

23

24

45 Although a value not shown in PMA-7 (Page 2), Column [2], the sample average predicted risk premium for Mr.
A fern's sample group of companies is 8.25 percent.
46 A fern, Pauline M., Hanley, Frank J., and Michelfelder, Richard A., "New Approach to Estimating the Cost of
Common Equity Capital for Public Utilities," Journal of Regulatory Economics (2011), p.277.

45
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1 Q.

2

When was York Water Company founded, and how long has it been an investor-

owned water utility company?

3 A York Water Company was founded in 1816, and has been an investor-owned water utility

4 since inception. Thus, the common stock of York Water Company has been publicly-

5 traded for a period of 200 years.

6

7 Q.

8

For purposes of obtaining a 10.30 percent PRPMTM derived predicted risk premium

for York Water, what time series of monthly stock price data does Ms. A fern use?

9 A

10

11

A review of Ms. A fern's PRPMTM work papers reveals that the time series of monthly

stock prices used to obtain a 10.30 percent predicted risk premium for York Water covered

the period, February 2001-May 2015.

12

13 Q.

14

15

So for purposes of her analysis, even though the common stock of York Water has

been publicly-traded for a period of 200 years, Ms. A fern utilizes a time series of

stock price data covering a period of less than 15 years, true?

16 A.

17

18

Yes, this, despite the fact that in the article cited to above which she co-authored, Ms.

A fern acknowledges that the PRPMTM"requires a substantial time series history on stock

returns data to develop stable estimates of risk premier."

19

20 Q. As noted, Ms. A fern incorporates an 11.59 percent PRPMTM derived Risk Premium

21

22

cost of equity estimate into her analysis. Does Ms. A fern incorporate PRPMTM

derived metrics into her other models, as well?

23 A. Yes. Ms. A fern incorporates PRPMTM derived metrics on two occasions in the

24 development of the 4.87 percent equity risk premium component used in her Risk

46
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1 Premium Using and Adjusted Total Market Approach model.47 Additionally, Ms. A fern

2 incorporates PRPMTM derived metrics on another occasion in the development of the 7.41

3 percent market risk premium component used in her CAPM.48

4

5 Q. Does use of PRPMTM derived metrics in Ms. A fern's Risk Premium Using and

6 Adjusted Total Market Approach and CAPM models overstate the cost of equity

7 estimates obtained from those models?

8 A. Y€S_49

9

10 Q. In closing on the issue of Ms. A fern's PRPMTM cost of equity estimation model, did

11

12

RUCO request Ms. A fern to provide (i) the actual proprietary program utilized in

her PRPMTM cost of equity analysis and (ii) all data inputs used to compute the

13 PRPMTM derived predicted risk premiums in her cost of equity analysis, and if so,

14 did Ms. A fern provide the information requested?

15 A. Yes, RUCO requested this information in a data request, RUCO 2.08 (Information

16 provided in response to RUCO 2.08 is included in Attachment 4). However, the

17 information requested of Ms. A fern was not provided.

18

19

20

21

22

23

24

47 See A fern Exhibits: PMA-7 (Page 3), Line 6, PMA-7 (Page 7), PMA-7 (Page 8), Line 2, and PMA-7 (Page 11),
Line 4.
48 See A fern Exhibit PMA-8, Measure 3: Application of the PRPM to Ibbotson historical data.
49 See (i) A fern Exhibit PMA-7 (Page 8), compare the 5.89 percent lbbottson Equity Risk Premium (Line 1) to the
6.34 percent lbbottson Equity Risk Premium based on PRPMTM (Line 2), and (ii) A fern Exhibit PMA-8, compare the
6.84 percent MRP based on lbbottson historical data (Measure 2) to the 7.15 percent MRP with PRPM application
to that same lbbottson historical data (Measure 3).
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1 Q.

2

3

Has the Commission, in a prior rate proceeding, indicated that Ms. A fern should

provide other parties access to her proprietary PRPMTM model, as well as the data

inputs used therein?

4 A. Yes. In Decision No. 75268, issued in the aforementioned EPCOR docket, the

5 Commission stated as follows:

6

7

8

"We are also concerned that the other parties did not have access to
the actual program and data used by the Company because of the
proprietary nature of the model. Access to the model is critical for
multiple reasons, ranging from the possibility of data input errors, to
formula miscalculations, to manipulation of data."5°

9

10 Q.

11

Turning now to Ms. A fern's CAPM analysis, does RUCO believe Ms. A fern's CAPM

cost of equity estimates to be overstated?

12 A.

13

14

15

16 Second, as shown in Exhibit PMA-8, Ms. A fern

17

18

Yes, and for several reasons. First, as shown in Exhibit PMA-8, rather than relying on

beta values reported by Value Line, for each of her sample companies Ms. A fern employs

a beta coefficient representing the average of (i) a Value Line adjusted beta and (ii) a

Bloomberg adjusted beta. Use of Bloomberg betas leads to an overstatement to the beta

component of her CAPM analysis.5'

employs a 7.41 percent MRP in her CAPM analysis, a figure obtained by taking the

average of four different MRP measures:

19

20

Measure 1:
Measure 2:
Measure 3:
Measure 4:

6.11 percent
6.84 percent
7.15 percent
9.53 percent

(based on Value Line information),
(based on lbbottson historical data),
(PRPMTM applied to lbbottson data), and
(based on Bloomberg data).

21

22

23
50 Decision No. 75268, p, 41, lines 21-24

24 51 Although figures not shown in the schedule, the sample average Bloomberg beta 1193751 exceeds the sample
average Value Line beta (.71875) by 10.43 percent ((.79375/.71875)-1 : 4043).
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1

2

3

4

5

6

7

As can be seen, among these four MRP measures, that obtained from Bloomberg data

(i.e., Measure 4, 9.53 percent) far exceeds the others, while the PRPMTM derived MRP

based on Ibbottson historical data (i.e., Measure 3, 7.15 percent) exceeds by 31 basis

points the MRP obtained from Ibbotson historical data without PRPMTM application (i.e.,

Measure 2, 6.84 percent). RUCO believes the Bloomberg and PRPMTM derived MRP

inputs serve to overstate the 7.41 percent MRP used in Ms. A fern's CAPM analysis, and

thus, her CAPM estimated cost of equity, as we11.52 Third, Ms. A fern's CAPM cost of

8

9

10

equity estimates are further overstated due to the use of a 3.69 percent forecasted risk-

free (RF) rate. Lastly, inclusion of cost of equity estimates obtained from Ms. A fern's

ECAPM model is unnecessary and redundant, and further serves to overstate her CAPM

11 results.

12

13 Q. Please explain why cost of equity estimates obtained from the ECAPM should not

14 be relied upon.

15 A.

16

17

The ECAPM modification to the traditional CAPM is predicated on the notion that cost of

equity estimates derived from the CAPM are biased downward for companies having a

beta coefficient less than 1.0, and biased upward for companies having a beta coefficient

18

19

greater than 1.0. Use of an adjusted beta increases the beta coefficient for companies

with a beta less than 1.0 and decreases beta coefficient for companies with a beta greater

20

21

than 1.0. As noted, for purposes of her CAPM cost of equity analyses, Ms. A fern utilizes

a beta representing the average of adjusted betas provided byValue Line and Bloomberg.

22

23

24

52 Ms. A fern's utilization of estimates provided by Bloomberg appears to be a recent development. In response to
RUCO 2.10, when asked why she included an equity risk premium based on data obtained from Bloomberg in this
docket but had not done so in the recent EPCOR case (i.e., Docket No. WS-01303A-14-0010), Ms. A fern indicated
that Bloomberg Professional Services were not available to her at that time.

49

|



1

Direct Testimony of John A. Cassidy
Arizona Water Company
Docket No. W-01445A-15-0277

1 Because both the Value Line and Bloomberg betas are "adjusted" betas, the ECAPM beta

2

3

4

adjustment is an unnecessary redundancy which only serves to overstate the cost of

equity. As shown in Exhibit PMA-8, Ms. A fern's average ECAPM cost rate (9.76 percent)

exceeds her average traditional CAPM cost rate (9.31 percent) by 45 basis points (.0976

5 .0931 .0045), while her median ECAPM cost rate (9.82 percent) exceeds her median

6

7

8

9

10

traditional CAPM cost rate (9.40 percent) by 42 basis points (.0982 - .0940 = .0042). While

it is true that Ms. A fern relies on the average mean/median 9.58 percent cost rate shown

in column [8] of Exhibit PMA-8 as her CAPM estimated cost of equity, the differences in

average and median cost rates noted above as obtained from Ms. A fern's CAPM and

ECAPM models clearly demonstrate that ECAPM estimates overstate the cost of equity.

11

12 Q.

13

As shown in Exhibit PMA-8, the 6.84 percent MRP (i.e., Measure 2) used by Ms.

A fern to obtain the 7.41 percent MRP used in her CAPM analysis was obtained

14 through the exclusive use of arithmetic mean returns, with no consideration given

15

16

to the use of geometric mean returns. Has the Commission previously ruled on the

issue of geometric returns and whether they should be considered in the

17

18 A.

19

development of an equity risk premium?

Yes, and the ACC has consistently ruled that geometric returns should be considered

in the development of an equity risk premium.53

20

21

22

23

24

53 See Decision No. 70011 (dated November 27, 2007), in UNS Gas, Inc. (Docket No. G-04204A-06-0463), Decision
No. 70360 (dated May 27, 2008), in UNS Electric, Inc. (Docket No. E-04204A-06-0783),
Decision No. 71308 (dated October 21, 2009), in Chaparral City Water Company (Docket No. W-02113A-07-0551 ),
Decision No. 71623 (dated April 14, 2010), in UNS Gas, Inc. (Docket No. G-04204A-08-0571), Decision No. 71845
(dated August 25, 2010), in Arizona Water Company (Docket No. W-01445A-08-0440); Decision No. 71914 (dated
September 30, 2010), in UNS Electric, Inc. (Docket No. E-04204A-09-0206),
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e

1 Q. How does RUCO respond to Ms. A fern's proposed 63 basis point upward credit

2 risk adjustment?

3 A.

4

5

6

Ms. A fern's proposed credit risk adjustment has no merit, as a 1994 study by S. Brooks

Marshall which investigated the relationship between equity risk and bond risk concluded

that bond ratings fail to explain a large portion of total equity risk (defined as equity risk

premiums and beta). Specifically, the author concluded:

7

8

Q

"These data show that using a bond rating as the sole measure for
selecting a set of comparable companies for a cost-of-equity
determination will not necessarily produce a group of companies that
have similar equity risk. Most of this risk is explained by characteristics
other than bond ratings."54

10 Accordingly, the proposed 63 basis point upward credit risk adjustment should be denied.

11

12 Q.

13

For purposes of her 10.75percent recommendedcost of equity for AWC, Ms. A fern

also makes provision for an upward 50 basis point business risk/small size

14 adjustment. How does RUCO respond?

15 A. Empirical research has demonstrated that a small company risk premium adjustment to

16 the cost of equity is unwarranted for regulated utilities. Annie Wong, of Western

17 Connecticut State University, conducted a study on utility stocks to determine if the so-

18 called size effect exists in the utility industry, and she writes as follows:

19

20

21

22

The fact that the two samples show different, though weak, results
indicates that uti l i ty and industrial stocks do not share the same
characteristics. First, given firm size, utility stocks are consistently less
risky than industrial stocks. Second, industrial betas tend to decrease with
firm size but utility betas do not. These findings may be attributed to the
fact that all public utilities operate in an environment with regional
monopolistic power and regulated financial structure. As a result, the
business and financial risks are very similar among the utilities regardless

23

24 54 Marshall, s. Brooks. "Bond Ratings: A Poor Predictor of Equity Risk, " Public Utilities Forfnightiy, Oct. 15, 1994,
pp. 27-28.
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1 of their size. Therefore, utility betas would not necessarily be expected to
be related to firm size.

2

3

4

5

The object of this study is to examine if the size effect exists in the utility
industry. After controlling for equity values, there is some weak evidence
that firm size is a missing factor from the CAPM for the industrial but not
for the utility stocks. This implies that although the size phenomenon has
been strongly documented for industrials, the findings suggest that there
is no need to adjust for the firm size in utility regulations.55 (emphasis
added)

6

7 Q. Has the Commission previously ruled on the issue of firm size and whether it

8 warrants a risk premium adjustment to the cost of equity?

g A. Yes. In Decision No. 64282,56 the Commission ruled in a prior Arizona Water case that

10 firm size does not warrant recognition of a risk premium stating, "We do not agree with

11 the Company's proposal to assign a risk premium to Arizona Water based on its size

12 relative to other publicly traded water utilities...." The Commission confirmed its previous

13 ruling in Decision No. 6472757 for Black Mountain Gas agreeing with Staff that "the 'firm

14 size phenomenon' does not exist for regulated utilities, and that therefore there is no need

15 to adjust for risk for small firm size in utility regulation." All companies have firm-specific

16 risks, therefore, the existence of unique risks for a company does not lead to the

17 conclusion that its total risk is greater than other entities. Moreover, as previously

18 discussed, investors cannot expect compensation for firm-specific risk since it can be

19 eliminated through diversification.

20

21

22

23 as Journal of the Midwest Finance

24

55 Annie Wong, "Utility Stock and the Size Effect: An Empirical Analysis,
Association, (1993), p.98.
Se Dated December 28, 2001 .
57 Dated April 17, 2002.
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1 Q. Has the Commission issued a more recent decision which reconfirms its prior

2 position regarding firm size?

3 A.

4

Yes, in a recent EPCOR Water Arizona case in which Ms. A fern appeared as the cost of

capital witness on behalf of the appIicant.58 Specifically, in Decision No. 7526859 the

5 Commission ruled as follows:

6

7

8

g

10

11

12

13

14

15

16

Nor are we persuaded by Ms. A fern's claim that EPCOR's "size"
should be recognized as a business risk factor. Although a company's
size may sometimes be considered as a business risk factor, for utilities
of substantial size (i.e., those that have access to the equity capital
markets) it is a minimal consideration in determining business risk.
Small utilities, (e.g., non-class A utilities) may have additional risk due to
the inability to hire employees or contract for sufficient levels of expertise
management, technical 8< financial) to perform effectively and efficiently.
Small utilities also have other risks such as information access, greater
annual variability in operating expenses, and greater regulatory risk both
due to lack of skilled rate case personnel and the percentage of operating
expenses and rate base components reviewed by Staff and interveners.
Due to the latter two reasons, for any adopted return on equity the
distribution of actual returns is greater for a small utility than for a large
utility, and greater variability means greater risk. However, most of the
proxy companies used in the cost of capital analyses, including EPCOR,
are a conglomeration of many smaller water systems and have the
capacity to attract the appropriate level of talent for proficient operation.
Thus, the business risk for any of the EPCOR systems parallels that of the
sample companies, and we do not believe a cost of equity adjustment
for size is appropriate. (emphasis added)

17
Q. To your knowledge, do EPCOR and AWC rank as the two largest water utility

18
companies in Arizona subject to rate regulation by the Commission?

19
A.

20
Yes, they do.

21

22

23

24 58 EPCOR Waz'erArizona, Inc. (Docket No. WS-01303A-14-0010).
59 Dated September 8, 2015.
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1 Q.

2

Does this suggest that pursuant to Decision No. 75268, Ms. A fern's 50 basis point

upward adjustment for small size is unwarranted?

3 A. Yes.

4

5 Xl. CONCLUSION AND RECOMMENDATIONS

6 Q. Please summarize RUCO's cost of capital recommendations in this proceeding.

7 A.

8

RUCO recommends that the Commission adopt the following:

A capital structure composed of 46.31 percent long-term debt and 53.691)

9

10

11

12

2)

3)

4)

percent common equity,

A cost of debt of 5.43 percent,

A cost of common equity of 8.95 percent, and

An overall rate of return of 7.32 percent.

13

14 Q. Does this conclude your direct testimony?

15 A. Yes, it does.

16

17

18

19

20

21

22

23

24
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Attachment 1

John A. Cassidy

EDUCATION

Arizona State University -- Master of Business Administration-Finance

University of Arizona -- Master of Library Science

Arizona State University -- B.A. History, Latin American Studies

(May 1987)

(August 1980)

(May 1976)

REGULATORY EXPERlENCE

Public Utilities Analyst V - Residential Utility Consumer Office (RUCO), Phoenix, AZ (July 2015-Present)

Public Utilities Analyst ill -- Arizona Corporation Commission, Phoenix, AZ (March 2013-July 2015)

Public Utilities Analyst ll -- Arizona Corporation Commission, Phoenix, AZ (May 2012-March 2013)

Public Utility Consultant -- Arizona Corporation Commission, Phoenix, AZ (Jan. 2012-May 2012)

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2009-2010)

• Assisted in the preparation of testimony filed by the Residential Utility Consumer Office (RUCO)
in the Litchfield Park WNVW rate case (Docket No. SW-01428A-09-0103, et at)

Regulatory Utility Consultant - Self-Employed, Tempe, AZ (2007-2008)

• Filed formal cost of capital testimony/schedules on behalf of intervener, Anthem Town Council,
and testified at evidentiary hearing in the Arizona-American Water Co., Anthem Water and
Anthem/Agua Fria WW rate case (Docket No. WS-01303A-06-0403)

Utilities Auditor ll -- Arizona Corporation Commission, Phoenix, Az (Aug. 1993-nov. 1997)

PROFESSIONAL DEVELOPMENT

Annual Regulatory Studies Program ("Camp NARUC"), Institute of Public Utilities, Michigan State
University, East Lansing, Ml (August 4-t 5, 2014)

Society of Utility and Regulatory Financial Analysts (SURFA), Indianapolis, IN (April 17-19, 2013)

NARUC Utility Rate School, San Diego, CA (May 13-17, 2013)

CRRA Certification .. Preparing to sit for the Certified Rate of Return Analyst (CRRA) exam .

HONORS

CPA Candidate - Passed the CPA exam (1997), but opted not te pursue certification

Beta Gamma Sigma - National Honor Society in Business Administration
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Rate Dockets Testified - Cost of Capital:

Liberty Utilities (Black Mountain Sewer)

Quail Creek Water Company

EPCOR Water Arizona

Utility Source, L.L.C.

Verde Santa Fe Wastewater Company

Chaparral City Water Company

Payson Water Company

Lago Del Oro Water Company

Las Quintas Serer as Water Company

Litchfield Park Service Company

Adaman Mutual Water Company

Global Water Utilities

New River Utility Company

Arizona Water Company

Far West Water & Sewer, Inc.

Cordes Lakes Water Company

Rio Rico Utilities, inc.

Ray Water Company

Vail Water Company

Valley Water Company

Arizona Water Company

Pima Utifity Company

(Docket No. SW-02361A-15-0206, et al)

(Docket No. W-02514A-14-0343)

(Docket No. WS-01303A-14-0010)

(Docket No. WS-04235A-13-0331 )

(Docket No. SW-03437A-13-0292)

(Docket No. W-02113A-13-0118)

(Docket No. W-03514A-13-0111 )

(Docket No. W-01944A-13-0215)

(Docket No. W-01583A-13-0117)

(Docket No. SW-01428A-13-0042,et al.)

(Docket No. W-01997A-12-0501 )

(Docket No. W-01212A-12-0309, et al.)

(Docket No. w-01737A-12-0478)

(Docket No. W-01445A-12-0348)

(Docket No. WS-034'/8A-12-0307)

(Docket No. W-02060A-12-0356)

(Docket No. WS-02676A-12-0196)

(Docket No. W-01380A-12-0254)

(Docket No. W-01651 B-12-0339)

(Docket No. W-01412A-12-0195)

(Docket No. W-01445A~11-0310)

(Docket No. W-02199A~11-0329, et at.)

Rate Dockets Testified - Revenue Requirement/Rate Design;

Quail Creek Water Company

Beaver Dam Water Company

Eden Water Company

Great Prairie Oasis, db Sunland Water Co.

(Docket No. W-02514A-14-0343)

(Docket No. W-03067A-12-0232)

(Docket No. W-02068A-11-0471 )

(Docket No. W-04015A-12-0051 )



II

Financing Dockets - Responsible for ACC Staff Report:

Arizona Public Service Company

Tucson Electric Power Company

Chaparral City Water Company

Payson Water Company

Lago Del Oro Water Company

Duncan Valley Electric Cooperative, inc.

Sulfur Springs Valley Electric Cooperative, Inc.

Trico Electric Cooperative, Inc.

Great Prairie Oasis, db Sunland Water Co.

Columbus Electric Cooperative, Inc.

Pima Utility Company

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

(Docket No.

E-01345A-11 -0423)

E-01933A-12-0176)

W-02113A-13-0047)

W-03514A-13-0142)

W-01944A-13-0242)

E-01703A-13-0272)

E-01575A-12-0457)

E-01461 A-12-0056)

W-04015A-12-0050)

E-01851 A-11-0415)

W-02199A-11-0403, et al.)
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1 1 . 0 %
5 . 5 %
6 . 0 %

Past
5 Yrs.

5.5%
9.0%

14.0%
8.5%
6.5%

E s t ' d  ' 12 - ' 14
to '18-'20

3 . 5 %
5 . 0 %
6.  0%
7 . 5 %
3 . 0 %

Ca l-
e nda r

QUARTERLY REVENUES (S mill.)

Ma r . 3 1  J un.  3 0  Se p.  3 0  De c .  3 1
Full
Year

2012
2013
2014
2015
2016

1113
1207
1156
1146
110

1385
1308
1383
1330
135

1115
1098
1099
1005
110

1016
1106
1020
1003
960

466. 8
472. 1
465_8
4 5 5
4 5 0

C al-
e n d a r

EARNINGS PER SHARE A
M ar . 31  J un .  30  Sep .  30  D ec .  31

Full
Year

2012
2013
2014
2015
2016

. 49

. 53

.54

. 56

. 6 0

. 40

. 43

. 39

.44
. 4 6

.27

. 35

. 28

. 32

. 3 1

. 26

. 30

. 36

. 3 1

. 3 3

1.41
1.61
1 . 57
1.60
1 . 70

C al-
e n d a r

QUARTERLY DIVDENDS PAID B.

M a r . 3 1  J u n . 3 0  S e p . 3 0  D e c . 3 1
Full
Year

2012
2013
2014
2015
2016

.14

.1775

.2025

.213

.14 1775

.1775

.2025

.213

.1775 .

.2025 .2025

.213 .213

.224 .224

. 64

. 76

. 83

. 87

2.8%

67%

2.7%

67%

3.9%

58%

3.1%

64%

3.2%

61%

5.8%

47%

5.3%

49%

6.6%

45%

6.8%

47%

5.7%

53%

5.5%

54%

5.5%

54%

Retained to Com Eq

All Div'ds to Net  Prof

6.5%

53%

t he  c i t y o f  B ig  B ear  Lake  and  in  a r eas  o f  San  B er nar d ino  C ount y.
So ld , C hapar r a l  C i t y Wat er  o f  Ar izona ( 6 / 11) .  H as  707 employees .
B lackrock,  I nc . ,  owns 9. 8%  of  out .  shares,  Vanguard,  8. 5% ,  of f .  &
D ir .  1 . 5% .  ( 4115 P r oxy) .  C hair man:  L loyd R oss.  P r es ident  &  C E O:
Rober t  J .  Sprow ls .  I nc:  CA.  Addr :  630 E ast  F oothi l l  B oulevard,  San
D imas,  CA91773.  Tel :  909-394-3600.  I nt ernet :  www. aswat er . com.

B U S I N E S S :  A me r i c a n  S t a t e s  W a t e r  C o .  o p e r a t e s  a s  a  h o l d i n g
c ompany.  Th r ough  i t s  p r inc ipa l  s ubs id ia r y,  G o lden  St a t es  Wa t e r
C o mp a n y ,  i t  s u p p l i e s  w a t e r  t o  2 5 8 , 1 9 1  c u s t o me r s  i n  7 5  c o m-
m u n i t i e s  a n d  1 0  c o u n t i e s .  S e r v i c e  a r e a s  i n c l u d e  t h e  g r e a t e r
met ropol i t an areas of  Los Angeles and Orange Count ies .  The com»
par t y a lso  pr ovides  e lec t r ic  u t i l i t y ser vices  t o  23, 716 cus t omer s  in

vatizes more of these facilities. We think
ASUS should win more contracts, which
are for a 50-year period. This could pro-
vide a boost to earnings because returns
on equity in this sector are not regulated.
All in all, American States is in good
shape. Like all water utilities, Golden
State has to invest heavily in upgrading
its antiquated water infrastructure. with
a strong balance sheet, however, we think
the financial integrity of the firm will be
maintained through the late decade. An-
other benefit is operating in California, as
the regulatory environment has improved
significantly in years past.
Sh a re s o f  Amer ican  Sta tes  a re  ran ked
t o  o u t p e r f o r m  t h e  b r o a d e r  m a r k e t
averages in the  yea r  ahead .  Th is  equ i ty
migh t  on ly  be  su i tab le  fo r  momentum ac-
c o u n ts ,  h o we v e r .  T h a t ' s  b e c a u s e  ma n y
water  u t i l i ty  inves to rs  t rad i t iona l ly  take  a
long-term view of their hold ings. From th is
perspective, the stock looks more than fol
Ly  va lued .  Indeed ,  even  w i th  the  recen t
weakness in  the  s tock  pr ice ,  AWRls  to ta l
re turn  potent ia l is  s t i l l  substant ia l ly  lower
than  the Value Line median.
James A. Flood January 15, 2016

Shares of American States Water have
not performed well lately. Since our Oc-
tober report, the equity of the company
has declined 1.3% compared to an average
gain of 4.9% for the typical water utility,
and a 1.9% rise in the S&P 500. Indeed,
only two out of the nine members in the
group posted losses, and each one has sig-
nificant operations in California.
Despite the ongoing drought, we ex-
pect earnings growth to be healthy in
2016. In California, petitions for higher
rates are made triennially. So, this year is
important as we expect the California
Public Utility Commission to be rea-
sonable regarding the Golden State Water
subsidiary's request for higher tariffs,
Based on this assumption, and a greater
contribution from ASUS (see below), we
think the company's bottom line should
rise a solid 6%, to $1.70 a share.
Nonregulated businesses may play a
more important role in the future.
Through its ASUS subsidiary, the compa-
ny has been operating the water systems
at several U.S. Army bases. Responsible
for an estimated 15% of income, this per-
centage could rise as the government pri-

41

21.9
15.1

Target Price Range
2018 2020

8 0

6 0
. 5 0
4 0

30
25
2 0

1 5

10
- 7 . 5

ll l l l l l l I

A 8-20

C o mp a n y' s  F i n a n c ia l  S t r e n g t h
St ock ' s  P r i ce  St ab i l i t y
P r i c e  G r ow t h  P e r s i s t enc e
E a r n ings  P r ed ic t ab i l i t y

( A)  P r imar y ear n ings .  E xc ludes  nonr ecur r ing add due t o rounding. (C)  In mill ions,  adjusted for  splits.
ga ins ( losses ) :  ' 04 ,  7¢,  ` 05 ,  13¢,  ' 06 ,  3¢,  ' 08 ,  ( B )  D ividends  h is t o r ica l ly pa id  in  ear ly Mar ch ,
(14¢) ,  ' 10,  ( 23¢)  ' 11,  10¢.  Next  earn ings repor t  June,  Sept ember ,  and December .  l  D iv' d  r e in-
due la t e  F ebr uar y.  Quar t er ly ear n ings  may not  ves t ment  p lan ava i lab le .
ea 2016 Value Una, inc. All l3;hts reserved, Factual material is obtained from sources believed to be reliable and is provided without warranties al l , kind.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. non-commercial, internal use, o pan 1
01 it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, sen/ice or product.
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of use (or generating or marketing any printed or electronic publication.
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5 yr.
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2876.9

374.3

40.7%

6.2%

53.9%

46.1%

9635.5

11739

5.4%

8.4%

8.4%

1999 2000 2001 2002 2003 2004 2005.2006 120075 2008 2009
13.08

.es

d.97

13.84

d.47

d2.14

14.51

2.87

1.10

.40

13.98

2.89

1.25

.82
4.31

23.86

4.74

28.39

6.31

25.64

4.50

22.91

160.00 160.00 160.00 174.53

18.9

1.14

1.9%

15.6

1.04

4.2%

2010
15.49

3.56

1.53

.86

4.38

23.59

175.00

14.6

.93

3.8%

2710.7

267.8
40.4%

56.8%

43.2%

9561.3

11059

4.4%

6.5%

6.5%

2011

15.18

3.73

1.72

.90

5.27

24.11

175.66

16.8

1.05

3.1%

2666.2

304.9

39.5%

55.7%

44.2%

9580.3

11021

4.8%

2012 2013
16.25

4.27

2.11

1.21

16.28

4.36

2.06

.84

5.25

25.11

5.50

26.52

176.99 178.25

16.7

1.06

3.4%

19.9

1.12

2.0%

2876.9

374.3

2901.9

369.3
40.7%

6.2%

39.1%

5.1%

53.9%

46.1%

52.4%

47.6%

9635.5

11739

5.4%

9940.7

12391

5.1%

2014 2015 2016 ©vALuEIln€puB. LR
16.78

4.75

2.39

1.21

17.55

5.05

2.60

1 .33

18.45

5.30

2.80

1.45

Revenues per sh

"Cash FloW' per sh
Earnings per sh A

Div'd Decl'd perch Bl

21.60

6.50

3.25

1.75
5.33

27.39

7.20

29.05

6.50

30.40

Cap'I Spending perch

Book Value per sh D
6.50

36.75
179.46 179.00 179.00 Common Shs Outsfg c 185.00

20.0

1.05

2.5%

20.8

1.06

2.5%

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Weld

20.0

1.25

2.7%

3011.3

429.8

3140

468
3300

500
Revenues ($mill)

Net Profit ($milI)
4000

600
39.4%

1.4%

40.0%

2.5%

38.5%

2.4%

Income Tax Rate

AFUDC % to Net Profit
37.5%

3.0%
52.4%

47.4%

53.5%

46.5%

53.5%

46.5%
Long-Term Debt Ratio

Common Equity Ratio
53.0%

47.0%
10364

12900

5.5%

11200

13800

5.5%

11655

14500

5.5%

Total Capital ($milI)

Net Plant ($mill)

Recur on Total Cap'I

14500

16000

5.5%
8.7%

8.7%

9.0%

9.0%

9.0%

9.0%

Return on Shr. Equity

Return on Com Equity
9.0%

9.0%

CAPITAL STRUCTURE as of 9/30/15
Total Debt $6342.6 mil. Due in 5 Yrs $12945 mil.
LT Debt $59406 mil. LT Interest $295.0 mil.

(53% of Cap'l)

Leases, Uncapitalized: Annual rentals $14.0 mill.
Pension Assets 12/14 $14282 mill

Pfd Stock $14.3 mill.
Oblig. $17465 mill.
Pfd Div'd $.5 mill

Common Stock 179,469,453 she.
as of 10/30/2015

MARKET CAP: $10.8 billion (Large Cap)

2014 9/30/152013CURRENT POSITION
($MILL.)

Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb,

27.0
244.6
278.8
550.4
264.1
644.5
326.9

1235.5

75.2
341.7
462.1
879.0
281.3
402.0
482.1

1165.4

23.1
267.1
638.3
661.4
285.8
511.1
444.1

1241.0

Past
10 Yrs.

Est'd '12-'14
to '1B-'20

4. 5%
6.5%
7.0%
8.5%
5.5%

Past
5 yrs.

3.0%
20.5%

NMF
21.5%

.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash FlOW'
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)

Mar.31 Jun. 30 Sep. 30 Dec. 31
Full
Year

2012
2013
2014
2015
2016

831.8
829.2
846.1
896.2
920

745.6
724.3
754.8
782.1
830

618.5
636.1
679.0
698.1
735

681.0
712.3
731.4
763.6
815

2876.9
2901.9
3011 .3
3140
3300

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2012
2013
2014
2015
2016

.28

.32

.39

.44
.48

.66
.57
.62
.68
.72

.87
.84
.86
.96

1.03

.30

.33

.52

.52

.57

2.11
2.06
2.39
2.60
2.80

Cal-
endar

QUARTERLY DIVIDENDS PAID Br

Mar.31 Jun.30 Se0.30 Dec 3
Full
Year

2012
2013
2014
2015
2016

.23 .23
.28
.31
.34

.28

.31

.25

.28

.31
.34

.50

.28

.31

.34

1.21

.84

1.21

1.33

2093.1

d155.8

2214.2

d342.3

2336.9

187.2

2440.7

209.9

37.4% 37.9%

56.1%

43.9%
50.9%

49.1%

53.1%

46.9%
56.9%

43.1%

8692.8

8720.6

NMF

9245.7

9318.0

NMF

8750.2

9991 .8

3.7%

9289.0

10524

3.8%

NMF

NMF
NMF

NMF
4.6%

4.6%

5.2%

5.2%

7.2%

7.2%

8.4%

8.4%
NMF NMF 3.0%

34%

1.8%

65%

2.8%

56%
3.5%

52%

3.6%

57%

4.7%

40%

4.3%

50%

4.5%

51%
4.5%

52%
Retained to Com Eq

All Div'ds to Net Prof
4To%-
54%

: cancan amer Works Company, Inc. is the largest
investor-owned water and wastewater utility in the U.S., providing
services to over 15 million people in over 47 states and Canada.
(Regulated presence in 16 states.) Nonregulated business assists
municipalities and military bases with the maintenance and upkeep
as well. Regulated operations made up 88.8% of 2014 revenues.

New Jersey is its largest market accounting for 22.7% of regulated
revenues. Has roughly 6,400 employees. BlackRock, Inc., owns
10.0% of outstanding shares, Vanguard, 63%, officers & directors,
less than 1.0%. (3/15 Proxy). Pres. & CEO: Susan Story. Chair-
man: George Mackenzie. Addr.: 1025 Laurel Oak Road, Voorhees,
NJ 08043. Tel.: 856-346-8200. Internet: wvvw.a aterco

A

2 0 1 6E a r n i n g s p r o s p e c t s f o r a r e
b r i g h t .  W e  e x p e c t  t h e  c o m p a n y s  s h a r e
n e t  t o  r i s e  a  h e a l t h y  8 %  o v e r  o u r  2 0 1 5  e s -
t i m a t e .  M u c h  o f  t h e  e a r n i n g s  i m p r o v e m e n t
w i l l  c o n t i n u e  t o  b e  d e r i v e d  f r o m  s y n e r g i e s
f r o m  t h e  a c q u i s i t i o n s ,  a s  w e l l  a s  s u c c e s s f u l
c o s t  c o n t r o l s  o n  e x i s t i n g  o p e r a t i o n s .
T h e  b a l a n c e  s h e e t  i s  j u s t a v e r a g e .  T h e
c a p i t a l  e x p e n d i t u r e  b u d g e t  h a s  b e e n ,  a n d
s h o u l d  c o n t i n u e  t o  b e  b u r d e n s o m e  t h r o u g h
l a t e  d e c a d e .  I n t e r n a l l y  g e n e r a t e d  f u n d s
w i l l  n o t  b e  s u f f i c i e n t  t o  f i n a n c e  t h e  i n v e s t -
m e n t ,  s o  a d d i t i o n a l  d e b t  m a y  b e  r e q u i r e d .
T h e  f i r m  h a s  n o t  h a d  a  m a j o r  e q u i t y  o f f e r -
i n g  i n  y e a r s  a n d  t h e  t i m i n g  m i g h t  b e  g o o d
c o n s i d e r i n g  t h e  l o f t y  s t o c k  p r i c e .
O u r  R a n k i n g  S y s t e m  c o n t i n u e s  t o f a -
v o r s h a r e s o f A m e r i c a n  W a t e r W o r k s .
L o n g - t e r m  i n c o m e - o r i e n t e d  i n v e s t o r s ,  w h o
u s u a l l y  a r e  a t t r a c t e d  t o  w a t e r  u t i l i t y
s t o c k s  f o r  c u r r e n t  i n c o m e  a n d  d i v i d e n d
g r o w t h  p r o s p e c t s ,  m a y  w a n t  t o  l o o k  e l s e -
w h e r e ,  h o w e v e r .  T h a t ' s  b e c a u s e  t h e  s t o c k ' s
y i e l d  i s  n o w  j u s t  e q u a l t o  t h e  V a l u e  L i n e
m e d i a n ,  a n d  i t s  t o t a l ~ r e t u r n  p r o s p e c t s
t h r o u g h  2 0 1 8 - 2 0 2 0  a r e  s u b s t a n t i a l l y  b e l o w

a r e s 0 A m e r i c a n  W a t e r  W o r k s  c o n -
t i n u e t o  r i s e .  O n c e  a g a i n ,  t h e  s t o c k  h a d  a
s t r o n g  t h r e e - m o n t h  s h o w i n g .  S i n c e  o u r
m i d - O c t o b e r  r e p o r t ,  A W K  i n c r e a s e d  8 . 1 %
i n  v a l u e  c o m p a r e d  t o  t h e  w a t e r  u t i l i t y
a v e r a g e  o f  4 . 9 %  a n d  t h e  1 . 9 %  f o r  t h e  S & P
5 0 0  I n d e x .  I n d e e d ,  t h e  e q u i t y  r e a c h e d  a
n e w  a l l  t i m e  h i g h  b e f o r e  t r a d i n g  l o w e r
d u r i n g  a  g e n e r a l  m a r k e t  s e l l  o f f .
A c q u i s i t i o n s  a r e  a n  i n t e g r a l  p a r t  o f
m a n a g e m e n t ' s l o n g - t e r m s t r a t e g y .  I n
t h e  U . S . ,  t h e r e  a r e  l i t e r a l l y  t h o u s a n d s  o f
s m a l l m u n i c i p a l l y - r u n w a t e r d i s t r i c t s .
( E v e n  a f t e r  e x c l u d i n g  t h e  v e r y  m i n o r  o p e r -
a t i o n s ,  t h e r e  a r e  s t i l l  o v e r  5 0 , 0 0 0 . )  A s
t h e s e  s y s t e m s  a g e  a n d  l a r g e  a m o u n t s  o f
c a p i t a l  a r e  r e q u i r e d  t o  m o d e r n i z e  t h e  i n
f r a s t r u c t u r e ,  s o m e  o f  t h e  m o r e  f i n a n c i a l l y -
p r e s s e d  d i s t r i c t s  l o o k  t o  b e  p u r c h a s e d .
T h i s  o f t e n  w o r k s  o u t  v e r y  w e l l  f o r  t h e  a c -
q u i r e r  b e c a u s e  o f  t h e  l a r g e  a m o u n t  o f
r e d u n d a n c i e s  i n  t h e  i n d u s t r y  t h a t  c a n  b e
e l i m i n a t e d ,  r e s u l t i n g  i n  h i g h e r  r e t u r n s .  A s
t h e  b i g g e s t  i n v e s t o r - o w n e d  w a t e r  u t i l i t y  i n
t h e  c o u n t r y ,  A m e r i c a n  W a t e r  W o r k s  h a s
b e e n  u s i n g  i t s  s i z e  t o  b e n e f i t  f r o m  t h i s
s i t u a t i o n  f o r  y e a r s ,  m a k i n g  h u n d r e d s  o f
a c q u i s i t i o n s .

a v e r a g e .
J a m e s  A .  F l o o d

U . . J a n u a r y  1 5 ,  2 0 ] 6 `
2014. Next earnings report due late February.
Quarterly earnings may not sum due to round-
ing. (B) Dividends paid in March, June, Sep-
tember, and December. l Div. reinvestment

B+
100
85
35

Company's Financial Strength
Stock's Price Stabllity
Price Growth Perslstence
Earnings Predictability

0 subscribe call 1-l00-VALUEUNE

Q

Target Price Range
2018 201g  2020

128

-96
80
64

48
40
32

24

16

-12

I

lm Ill
18.26

available. Two payments made in 4th quarter
of 2012. (C) In m i l l ions. (D) Inc ludes in-
tangibles. In 2014: $1.21 billion, $6.73/share.
(E) Pro forma numbers for '06 & '07.

This ublication is strictly for subscribers own,
of it may be reproduced. resold, stored or transmitted in any printed, electronic or other form, or use for generating nr marketing any printed or electronic publication,

(A) Diluted earnings. Excludes nonrecurring
losses: '08, $4.62, '09, $2.63, '11, $0.07. Dis-
continued operations: '06, ($0.04), '11, $0.03,
'12, ($0.10), '13.1$0.01). GAAP used as of
©  2016 Value Line. inc. Na rights reserved. Factuaf material is obtained from sources believed lo be reliable and is provided without warranties of an kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR oMlssl0ns HEREIN. ' non-commercial, inlemal use. lm part

sen/ice or product
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4.32

1.51

.87

.54

4.32

1.82

1.16

.58

4.37

1.89

1.20

.63

4.65

2.00

1.25

.69

4.75

2.10

1.35

.76

Revenues per sh

"Cash Flow' per sh

Earnings per sh A

Div"d Decl'dpersh 51

5.90

2.60

1.65

1.00

1.98

7.90

1.73

8.63

1.84

9.27

1.95

9.80

2.00

10.10

Cap'I Spending per sh

Book Value per sh

2.00

11.75

175.43 177.93 178.59 175.50 174.00 Common Shs 0utst'g c 170.00

21.9

1.39

2.8%

21.2

1.19

2.4%

20.8

1.10

2.5%

21.4

1.10

2.6%

Avg Ann'I PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

22.5

1.40

2.7%

757.8

153.1

768.6

205.0

779.9

213.9

815

220

825

235

Revenues ($mill)

Net Profit ($milI)

1000

280

39.0% 10.0%

1.1%

10.5%

2 4 %

10.0%

2.0%

11.0%

2.5%

Income Tax Rate

AFUDC % to Net Proflt

23.0%

3.0%

52.7%

47.3%

48.9%

51.1%

48.5%

51 .5%

49.5%

50.5%

49.5%

50.5%

Long-Term Debt Ratio

Common Equity Ratio

50.0%

50.0%

2929.7

3936.2

3003.6

4167.3

3216.0

4402.0

3425

4675

3550

4900

Total Capital ($mill)

Net Plant ($mill)

4000

5000

6.6%

11.0%

11.0%

8.0%

13.4%

13.4%

7.B%

12.9%

12.9%

7.5%

13.0%

13.0%

7.5%

13.5%

13.5%

Return on Total Cap'l

Return on Shr. Equity

Return on Com Equity

8.5%

14.0%

14.0%

2009 2010
3.93

1.29

.62

.44

4.21

1.42

.72

.47

1.66

6,50

1.89

6.81

170.61 1 7 2 .4 6

23.1

1.54

3.1%

21.1

1.34

3.1%

670.5

104.4

726.1

124.0

39.4% 39.2%

55.6%

44.4%

56.6%

43.4%

2495.5

3227.3

2706.2

3469.3

5.6%

9.4%

9.4%

5.9%
10.6%

t0.6%

2011
4.10

1.45

,83

.50

1.90

1.21

173.60

21.3

1.34

2.8%

712.0

144.8

32.9%

52.7%

47.3%

2646.8

3612.9

6.9%

11.6%

11.6%

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008
1.93

.58

.33

.22

1.97

.61

.37

.23

2.16

.69

.41

.24

2.28

.76

.43

.26

2.38

.77

.46

.28

2.78

.87

.51

.29

3.08

.97

.57

.32

3.23

1.01

.56

.35

3.61

1.10

.57

.38

3.71

1.14

.58

.41

.72

2.74

.93

3.08

.87

3 .32

.96

3.49

1.06

4.27

1.23

4.71

1.47

5.04

1.64

5.57

1.43

5.85

1.58

6.26

E350 139.78 142.47 141.49 154.31 158.97 161.21 165.41 166.75 169.21

21.2

1.21

3.0%

18.2

1.18

3.3%

23.6

1.21

2.5%

23.6

1,29

2.5%

24.5

1.40

2.5%

25.1

1.33

2.3%

31 .8

1.69

1.8%

34.7

1.87

1 8 %

32.0

1.70

2.1%

24.9

1.50

2.8%

496.8

91.2

533.5

92.0

602.5

95.0

627.0

97.9

38.4% 39.6% 38.9% 39.7%

52.0%

48.0%

51.6%

48.4%

55.4%

44.6%

54.1%

45.9%

1690.4

2280.0

1904.4

2506.0

2191.4

2792.8

2306.6

2997.4

6.9%

11.2%

11.2%

6.4%

10.0%

10.0%

5.9%

9.7%

9.7%

5.7%

9.3%

9.3%

CAPITAL STRUCTURE as of 9/30/15
Total Debt $1756.7 mill. Due in 5 Yrs $437.0 mill.
LT Debt $1681.1 mill. LT Interest $74.0 mill.

(49% of Cap'l)

Pension Assets-12/14 232.4 mill.
Oblig. $281 .2 mill.

pfd Stock None
Common Stock 176,428,025 shares
as of 10/23/15

MARKET CAP: $5.2 billion (Mid Cap)

201a 2014 9/30/15

4.1
111.1

12.9
_ 40.2
168.3

45.1
75.6
95.3

216.0

5.1
95.4
11.4
59.8

171 .7
65.8

123.0
78.1

266.9

4.1
97.0
12.8
38.6

152.5
60.0
70.0
95.3

225.3

EURRENT POSITION
($MlLL)

Cash Assets
Receivables C  )
I v pr iory(Avg s t
8182.
Current Assets
Accts Payable
Debt Due
Other
Cun'entLiab.

Past
10 Yrs.

5.5%
8.0%
8.5%
7.5%
7.5%

Past
s Yrs.
3.0%
8.0%

13.0%
7.0%
6.5%

Esl"d '12-'14
to '18-'20

5.5%
7.0%
7. 5%
9. 5%
5.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow'
Earnings
Dividends
Book Vaiue

Cal-
endar

QUARTERLY REVENUES (S mill.)

Mar.31 J un. 3 0 Sep.30 Dec .31
Full
Year

2012
2013
2014
2015
2016

164.0
180.0
182.7
190.3
192

214.6
204.3
210.5
221.1
225

191.7
195.7
195.3
205.8
208

187.5
188.6
191.4
197.8
200

757.8
768.6
779.9
815
825

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2012
2013
2014
2015
2016

.15

.26

.24

.27

.28

.19
.24
.27
.Z8
.31

.29

.36

.38

.38

.42

.24

.30

.31

.32

.34

.87
1.16
1.20
1.25
1.35

Cal-
endar

QUARTERLY DIVIDENDS PAID B l

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2012
2013
2014
2015
2016

.132

.152

.165

.178

.14
.152
.165
.178

.132

.14

.152

.165

.132

.14

.152

.165

5 4
.58
.63
.69

4.9%

56%

3.7%

63%

3.2%

67%

2.8%

70%

2.7%

72%

3.7%

65%

4.6%

60%

4.3%

61%

6.7%

50%

6.1%

52%

5.5%

55%

6.0%

56%

Retained to Com Eq

All Div'ds to Net Prof

5.5%

61%

17%, industrial & other, 15%. Officers and directors own .8% of the
common stock, Vangurad Group, 7.1%, Blackrock, Inc, 6.7%, State
Street Capital Corp., 5.7% (3115 Proxy). Chairman: Nicholas
DeBenedictis. CEO: Christopher Franklin. Incorporated: Pennsylva-
nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylva-
nia 19010. Tel.: 610-525-1400. Internet: vvww.aquaamerica.c0m.

BUSINESS: Aqua America, Inc. is the holding company for water
and wastewater utilities that serve approximately three million resi-
dents in Pennsylvania, Ohio, North Carolina, illinois, Texas, New
Jersey, Florida, Indiana, and five other states. Has 1,617 employ-
ees. Acquired AquaSource, 7/03, Consumers Water, 4/99, and
others. Water supply revenues '14: residential, 68%, commercial,

son (85.2 billion). Furthermore, despite a
large capital budget, the company's
finances are solid. In addition, there are
thousands of small municipally-owned
water districts that can be purchased by
larger water companies like Aqua and
made more profitable due to the large
amount of redundancies prevalent in the
industry. Acquisitions are usually small,
so the process is ongoing. For example, the
company made 16 purchases last year
alone. We are not sure how many will
eventually be made, but we expect the cus-
tomer base to be increased by 1.5%-2% an-
nually, via this method.
We think this stock has lost some of
its appeal. A water utility is attractive in
part for its yield and dividend growth
prospects. Due to the recent run-up in
WTR's price, its yield is now only 10 basis
points higher than the Value Line
median. So, while Aqua remains a very
sound company, we think that the market
may be placing too high a premium on its
shares. Also, with so many positives fac-
tored into the current price, we think the
equity may be vulnerable to any bad news.
James A. F/ood January 15, 2016

Shares of Aqua America have been on
a roll. Like several other water utility
stocks, this equity has turned in an excel-
lent performance since our mid-October
report, increasing roughly 11% in value. In
contrast, the typical stock in the group
rose about 5%, while the S&P 500 gained
only 2%, over the same period.
Our earnings estimates are un-
changed. Last year's fourth-quarter prof-
its should probably be similar to 20l4's.
For the full year, we expect Aqua7s share
net to rise a decent 4%. (Comparisons on a
year over-year basis would look better if
not for an unusual gain posted in 2014.) In
2016, results should be more impressive as
Aqua should benefit from a combination of
factors, including synergies derived from
many of its acquisitions, rate relief, and
relative constructive regulatory treatment.
All told, we think a solid 7% rise in earn-
ings per share is possible.
Aqua is one of the nation's best-run
water utilities. There may be only nine
members in this industry, but the compa-
ny has some compelling attributes. For
starters, it is one of only a handful of firms
that has a meaningful market capitaliza-

A

23.8
16.1

Target Price Range
2018 2020

54

48
40
32

24
to
16

12

8
-6

lll\l

(C) In millions, adjusted for stock splits. Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability 100

I

(A) Diluted egg Excl. nor rec. gains (losses):
'99, (9¢), '00, 2¢; '01, 2¢, '02, 4¢, '03, 3¢, '12,
18¢, Excl. gain from disc. operations: '12, 7¢,
'13, 9¢; '14, 11¢. May not sum due to rounding.
© 2016 Value Line, Inc. All rights reserved. Factual
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERR
al it may be reproduced, resold, stored or transmitted in any

Next earnings report due late February.
(B) Dividends historically paid in early March,
June, Sept. & Dec. l Div'd reinvestment plan
available (5% discount).
material is obtained (ram sources believed to be reliable and is provided without warranties of an kind.

ORS OR OMISSIONS HEREIN non-commercial internal use. it part
printed, electronic or other lure, service or product.

This publication is strictly for subscriber's own, ,
or used for generating or marketing any printed or electronic publication,
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ARTESIAN RES. CORP. NDQ--ARTNA
RECENT
PRLCE 26,82 20.8TRAILING

PIE RATIG 1.15RELATIVE
PIE RAT\0

m o
YLD 3.3% V A L U E

L I N E

13

g

6

a

4

3

High
Low

45

30

22.5

500

voL
(thous.)

2015/2017

1.29 C/NA

20.8/NA

gold figures

are consensus

earnings

estimates

and, using the

recent prices,

P/E ratios.

Technical

Above
Average
Above
Average

RANKS

PERFORMANCE 2
2

SAFETY 3 Average

BETA .55 (100 = Market)

Financial Strength B

Price stability 95

Price Growth Persistence 35

Earnings Predictability 80

20.67
18.26

18.73
12.81

19.59
16.43

19.99
15.16

24.43
18.20

24.27
21 .52

23.82
19.85

29.16
20.00

a

I I I II 1111

- l l I
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o VALUE LINE PUBLISHING LLC 2007 2008 2009 2010 2011 2012 2013

SALES PER SH

"CASH FLOW' PER SH

EARNINGS PER SH

DIVDS DECL'D PER SH

7.20
1 .51
.90
.66

7.59
1.65
.86
.71

8.11
1.84
.97
.72

8.48
1.92
1.00
.75

7.56
1.64
.83
.76

8.10
2.04
1.13
.19

7.82
1 .87
.94
.82

CAP'L SPENDING PER SH

BOOK VALUE PER SH

3.66
11.66

6.09
11 .86

2.32
12.15

2.57
12.44

1.83
13.12

2.36
13.57

2.40
13.80

COMMON SHS OUTST"G (MILL) 7.30 7.40 7.51 7.65 8.61 8.71 8.83
AVG ANN'L PIE RATIO

RELATIVE PE RAII'IO

AVG ANN'L DN'D YIELD

21.5
1.14
3.4%

20.1

1.21

4 .1%

16.4
1.09
4.5%

18.2
1.16
4.1%

22.5
1 .41
4.1%

18.3
1.17
3.8%

23.9
1.34
3.7%

SALES (WILL)
OPERATING MARGIN

52.5
45.6%

56.2
45.1%

60.9
46.9%

64.9
46.5%

65.1
45.5%

70.6
48.7%

69.1
47.0%

DEPRECIATION ($M1LL)

NET PROFIT (smaLL)

5.2
6.3

5.8
6.4

6.6
7.3

7.0
7.6

7.4
6.7

7_9
9.8

8.3
8.3

INCOME TAX RATE

NET PROFIT MARGIN

39.8%
11 .9%

40.8%
11 .4%

40.1%
11.9%

40.0%
11 .7%

40.8%
10.4%

40.2%
14.0%

40.2%
12.0%

WORKING CAP'L (5m1LL)

LONG-TERM DEBT (smaLL)

SHR. EQUITY (stILL)

2.5
91.8
85.1

d20.9
107.6
87.8

d23.3
106.0
91.2

d27.9

105.1

95.1

d11.4
106.5
113.0

d11.4
106.3
118.2

d12.3
105.5
121.8

2014 2015

8.13
2.04
1 .07
.B5

1.28 A,a

2.66
14.0g
8.91

20.5
1.08
3.9%

21.0

72.5
48.8%

8.7
9.5

40,1%
13.1%

d13.5
105.0
125.6

RETURN ON TOTAL CAP'L

RETURN ON SHR. eoulw

5.3%
7.4%

4.7%
7.3%

5.2%
8.0%

5.6%
8.0%

4.6%
6.0%

5.9%
8.3%

5.1%
6.8%

5.5%
7.6%

RETAINED TO COM ET

ALL DIVDS TO NET PROF

2.1%
71%

1.4%
81%

2.1 %
74%

2.0%
75%

.5%
92%

2.5%
70%

.9° /o

8 7 %

1 .6%

7 9 %

*No. of analysts clanging earn. est. in las!2 days: 0 up. 0 d*own, consensus 5-year earnings grov/01 mf ava»1able. 'Based upon 2 analysis' eslimafes. °Based amen one analysts esdmafe.

ANNUAL RATES

1 Yr.
4.0%
9.0%

14.0%
3.0%
2.0%

5 Yrs.
1.0%
3.5%
3.0%
3.5%
3.0%

al change (per rae)
Sales
"Cash Flow"
Eamings
Dividends
Book Value

9/30/15
.5

6.6
1.1
6.2

15.0

2014

.2
8.4
1.9
6.1

16.6

2013
.4

8.1
1.5
3.3

13.3

ASSETS ($mil1.)

Cash Assets
Receivables
Inventory
Other

Current Assets

496.2
98.4

397.8
7.8

422.2

Pr arty, Plant
° £ Equip, at cost

Acc um Depredation
Net Property
Other

Total Assets

407.1
7.8

429.g

472.9
89.8

383.1
7.4

403.8

3.8
19.9

6.5

30.2

4.1
12.2
9.3

25.6

LIABILITIES (smill.)
Accts Payable
Debi Due
Other

Current Liab

3.9
13.7
9.7

27.3

LONG-TERM DEBT AND EQUITY
as of 9/30/15

Due In 5 Yrs. NATotal Debt $117.6 mill.
LT Debt $103.9 mill.
Including Cap. Leases NA

(45% of Cap'I)
Leases,Uncapitalized Annual rentals NA

Pension Liability 5.3 mill. in '14 vs. $.3 mill. in '13

Pfd Stock None Pfd Div'd Pald None

Common Stock 9,003,009 shares
(55% al Cap ll)

INDUSTRY: Water Utility

BUSINESS: Artesian Resources Corp. operates as a hold-
ing company of wholly-owned subsidiaries offering water,
wastewater services, and related services. Artesian Water
Co., the principal subsidiary, is the oldest and largest
investor-owned water utility on the Delmarva Peninsula,
supplying roughly 7.3 bill ion gallons of  water per year
through 1,201 miles of water main to about 300,000 people.
Artesian Wastewater Management, Inc. is a regulated entity
that owns wastewater collection and treatment infrastructure
and provides wastewater services to customers in Delaware
as a regulated public wastewater service company. As of
September 30, 2015, it owns and operated four wastewater
treatment facilities, which are capable of treating approxi-
mately 730,000 gallons per day and can be expanded to treat
1.6 million gallons per day. Its Artesian W ater Maryland
distributes and sells water to residential, commercial, indus-
trial, and municipal customers in Cecil County, MD. Has
237 employees. Chairman, C.E.O. & President: Dian C.
Taylor. Address: 664 Churchman Rd., Newark, DE 19702.
Tcl.: (302) 453-6900. Internet:
http://www.artesianwater.com. E.8.

Fiscal
Year

QUARTERLY SALES ($mllI.)
1 0 2 0 3 0 SQ

Full
Year

12131113

12/31114

12/31/15

12/31116

16.9
18.1

11.8
17.9
19.5

15.3
16.9
18.0

18.1
19.6
20.8

69.1
72.5

Fiscal
Year

EARNINGS PER SHARE
SQ 2Q s o 4 0

Full
Year

12/31/12
12/31/13
12/31/14
12/31/15
12/31/16

.20

.17

.24

.33

.29

.37
.41

.32

.28

.22

.36

.28
.20
.24
.28

1.13
.94
1.07

Cal-
endar

QUARTERLY DIVIDENDS PAID
1 0 2 0 30 SQ

Full
Year

2013
2014
2015
2016

.209

.215

.222

.203

.209

.215

.206

.212

.21a

.206
.212
.218

.82

.85

.87
January 15, 20]6

INSTITUTIONAL DECISIONS

1Q'15 20'1s
38 33
21 27

3046 2853

3Q'15
33
25

3049

\o Buy
lo Sell

Hld'S(000)

TOTAL SHAREHOLDER RETURN
DiwVends plus appreciaubn as of 12/31/2015

1 Yr. 3 Yrs. 5 Yrs.3 Mos. 6 Mos.

19.3'
13.01

Io.H:II7o d§5.55'/o 27.52% 38.51 % 77.44%
ea 2016 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed lo be reliable and is provided without warranties of ell, kind.
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CALIFORNIAWATERNYSE-CVVT
RECENT
PRICE 23.24 PIE

RATIO 20_0(9::::,?33§) 1.16RELATNE
PIE RATIO

Aman
YLD 3.0% L

UE
E

22.7
17.1

23.3
13.8

24.1
18.7

19.8
16.9

19.4
16.7

19.3
16.8

23.4
18.4

26.4
20.3

26.0
19.5TIMELINESS 3 Raised 1l8I16

SAFETV 3 Lowered 7I27l0II
TECHNICAL 5 Lowered 12l1Bl15

BETA .15 (1.00=Markel)

1-o2018-20 P I N
Ann'l Total

Return
2096

796
H'gh
Law

Price
45
30

J

38%
l+30.y;l

Insider Decisions
F M A M J J A S O
0 0 0 0 0 0 1 0 0
0 3 0 0 0 0 0 0 0
0 2 0 1 0 0 1 0 0

10 Buy
Options
b Sell
Institutional Decisions

1a201s 2Q2015 302015
m Buy 79 82 69
IT Sell 67 66 74
Hld'S(000) 29379 29659 28655

High:
Low:

19.0
13.0

21.1
15.6

l l 1 u Q

1

• ll
I D _ I D

| l

LEGENDS ..
1.3.3 x Dnndends ?sh
divine.d HgInterest Rate
Relative nee Slrengvh

2-fo(-1 split Sm
Oglmns: Yes . . .
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STOCK INDEX
-2.7 -6.9
38.5 37.7
46.1 52.1

1 yr.
3 yr.
5 yr.

II I18
12
6

ll

Percent
shares
traded

I I

11 :lll l  I

I
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I
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I
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I
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12.50

2.47

1.19

.65

12.20

2.30

1.00

.67

12.50

2.60

1.25

.69

Revenues per sh

"Cash Flow' per sh
Earnings perch A

Div'd Decl'd per sh BI

14.40

3.25

1.55

.97

2.76

13.11

3.30

13.45

3.00

13.90

Cap'lSpending perch

Book Value per sh c

3.15

16.00

47.81 48.00 48.00 Common Shs Outsfg o 50.00

19.7

1.04

2.8%

23.3

1.18

2.9%

Avg Ann'l PIE Ratio

Relative P/E Ratio

Avg Ann'I Div'd Yield

23.0

1.45

3.0%

597.5

56.7

585

48.0

600

60.0

Revenues ($mill) E

Net Profit ($mill)

720

77.5

33.0%

2.7%

28.0%

7.0%

29.0%

5.0%

Income Tax Rate

AFUDC % to Net Profit

35.5%

5.0%

40.1%

59.9%

40.0%

60.0%

41.5%

58.5%

Long-Term Debt Ratio

Comm0n Equity Ratio

41.5%

58.5%

1045.9

1590.4

1070

1685

1145

1755

Total Capital ($mill)

Net Plant ($milI)

1370

1820

6.3%

9.1%

9.1%

5.5%

7.5%

7.5%

6.5%
9.0%

9.0%

Recur on Total Cap'I
Recur on Shr. Equity

Return on Com Equity

7.0%

9.5%

9.5%

2009 2010 2011

10.82

1.93

.98

.59

11.05

1.93

.91

.60

12.00

2.07

.86

.Hz

2.66

10,13

2.97

10.45

2.83

10.76

41.53 41.67 41.82

19.7

1.31

3.1%

20.3

1.29

3.2%

21.3

1.34

3.4%

449.4

40.6

460.4

37.7

501.8

36.1

40.3%

7.6%

39.5%

4.2%

40.5%

7.6%

47.1%

52.9%

52.4%

47.6%

51.7%

48.3%

794.9

1198.1

914.7

1294.3

931.5

1381.1

6.5%

9.6%

9.6%

5.5%

8.6%

8.6%

5.5%

8.0%

8.0%

2012
13.34

2.32

1.02

.63

3.04

11.28

41.98

17.9

1.14

3.5%

560.0

42.6

37.5%

8.0%

47.8%

52.2%

908.2

1457.1

6.3%

9.0%

9.0%

2013
12.23

2.21

1.02

.64

2.58

12.54

47.74

20.1

1.13

3.1%

584.1

47.3

30.3%

4.3%

41 .6%

58.4%

1024.9

1515.8

5.0%

7.9%

7.9%

1999 2o00 I 2001 2002 2003 2004 2005 2006 2007
7.98

1.37

.77

.54

8.08

1.26

.66

.55

8.13

1.10

.47

.56

8.67

1.32

.63

.56

8.18

126

.61

.56

8.59

1.42

.73

.57

8.72

1.52

.74

.57

8.10

1.36

,67

.58

8.88

1.56

.75

.58

1.72

6.71

1.23

6.45

2.04

6.48

2.91

6.56

2.19

7.22

1.87

7.83

2.01

7.90

2.14

9.07

1 .84

9.25

25.87 30.29 30.36 30.36 33.86 36.73 36.78 41.31 41.33

17.8

1.01

4.0%

19.6

1.27

4.3%

27.1

1.39

4.4%

19.8

1.08

4.5%

22.1

1.26

4.2%

20.1

1.06

3.9%

24.9

1.33

3.1%

29.2

1.58

2.9%

26.1

1.39

3.0%

2008
9.90

1.86

.95

.59

2.41

9.72

41.45

19.8

1.19

3.1%

410.3

39.8

37.7%

8.6%

41.6%

58.4%

690.4

1112.4

7.1%

9.9%

9.9%

320.7

27.2

334.7

25.6

367.1

31.2

42.4%

3.3%

37.4%

10.6%

39.9%

8.3%

48.3%

51.1%

43.5%

55.9%

42.9%

56.6%

568.1

862.7

670.1

941.5

674.g

1010.2

6.3%

9.3%

9.3%

5.2%

6.8%

6.8%

5.9%

8.1%

8.1%

CAPITAL STRUCTURE as of 9130115
Total Debt $559.6 mill. Due in 5 Yrs $165.8 mm.
LT Debt $416.4 mill. LT Interest $24.0 mill.

(39% of Cap'l)

Pension Assets-12114 $306.3 mill.
Oblig. $390.6 mill.

Pfd Stock None

Common Stock 47,876,087 she.
as of 10127115

MARKET CAP: $1.1 billion (Mid Cap)

2014 9/30/152013

19.6
134_.5
154.1
59.4
85.7
72.8

217.7

50.8
_140.3
191.1
77.3

143.2
_ 80.3
300.8

27.5
112.0
139.5
55.1
54.7
56.8

166.6

CURRENT POSITION
($M1LL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.

Past Est'd '12-'14
5 Yrs. to '18~'20

5.0% 2.0%
5.5% 5.5%
4.0% 6.5%
2.0% 7.0%
5.0% 4.5%

ANNUAL RATES Past
of change (per sh) 10 Yrs.
Revenues 4.0%
"Cash FloW' 6.0%
Eamings 5.0%
Dividends 1 .5%
Book Value 5.5%

Cal-
endar

QUARTERLY REVENUES (5 milL)E

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2012
2013
2014
2015
2016

121.5
133.7
137.4
135.1
140

178.1
184.4
191.2
183.5
190

143.6
154.6
158.4
144.4
150

116.8
111.4
110.5
122.0
120

560.0
584.1
5975
585
600

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2012
2013
2014
2015
2016

.12
.12
.24
.24
.25

.56

.61
.70
.52
.60

.31

.28

.36

.21

.35

.03

.01
d.11
.03
.05

1.02
1.02
1.19
1.00
1.25

Cal-
endar

QUARTERLY DIVIDENDS PAID B l

Mar.31 Jun.30 Sep.30 Dec.31
Full
Year

2012
2013
2014
2015
2016

.1575

.16

.1625

.1575

.16

.1625

.1675 .1675

.1575

.16

.1625

.1675

.1575

.16

.1625

.1675

.63

.64

.65

.67

- 2.1%
78%

1.0%

86%

1.8%

77%

3.8%

61%

3.8%

60%

3.0%

66%

2.3%

71%

3.4%

62%

3.4%

56%

4.1%

55%

2.5%

67%

4.0%

55%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

63%

quired Rio Grande Corp, West Hawaii Utilities (9l08). Revenue
breakdown, '14: residential, 68%, business, 19%, industrial, 5%,
public authorities, 3%. other 5%. '14 reported depreciation rate:
4.0%. Has 1,105 employees. President, Chairman, and CEO: Peter
C. Nelson. Inc.: DE. Address: 1720 North First St., San Jose, CA
95112-4598. Tel.: 408-367-8200. Internet: vvww.calwatergroup.com.

BUSINESS: California Water Service Group provides regulated and
nonregulated water service to 477,900 customers in 85 com-
munities in the state of California. Accounts for over 94% of total
customers. Also operates in Washington, New Mexico, and Hawaii.
Main service areas: San Francisco Bay area, Sacramento Valley,
Salinas Valley, San Joaquin Valley & parts of Los Angeles, Ac-

s e c o n d - s t r a i g h t
l e s s  w a t e r .  T h u s ,  r e v e n u e s  a r e  n o w  m o r e
f e e - b a s e d  a n d  d o n ' t  c o r r e l a t e  a s  m u c h  t o
t h e  v o l u m e  o f  w a t e r  s o l d .
W e a r e  c u t t i n g  o u r  e s t i m a t e s  o n c e
a g a i n . W e  n o w  e x p e c t  t h e  c o m p a n y ' s
s h a r e  n e t  t o  r e a c h  $ 1 . 0 0  f o r  2 0 1 5 ,  $ 0 . 1 5
l e s s  t h a n  o u r  p r e v i o u s  f o r e c a s t .  A  $ 0 . 1 0  a -
s h a r e - r e d u c t i o n  h a s  a l s o  b e e n  m a d e  t o  o u r
2 0 1 6  f i g u r e .  I n  a n y  c a s e ,  w e  t h i n k  a n y
d r o u g h t - r e l a t e d  c o s t s  w i l l  e v e n t u a l l y  b e
r e c o v e r e d  b y  C a l i f o r n i a  W a t e r .  I n d e e d ,  a t
t h e  e n d  o f  t h e  t h i r d  q u a r t e r ,  t h e  c o m p a n y
h a d  a  l a r g e  i n c r e a s e  i n  u n b i l l e d  r e v e n u e s ,
w h i c h  a r e  i n c u r r e d  e x p e n s e s  t h a t  t h e  u t i l i -
t y  h a s  n o t  b e e n  r e i m b u r s e d  f o r  y e t .
T h e s e  s h a r e s  m a y  a p p e a l  t o  l o n g - t e r m
a c c o u n t s  w i l l i n g  t o  a s s u m e  s l i g h t l y
m o r e  r i s k  t h a n  t h e  t y p i c a l  w a t e r  u t i l i -
t y  i n v e s t o r . T h e  p r e m i u m  t h a t  w a s
u s u a l l y  p r i c e d  i n t o  t h e  v a l u e  o f  t h i s  e q u i t y
h a s  d i s s i p a t e d ,  a s  s o m e  i n v e s t o r s  a p p e a r
w a r y  o f  o w n i n g  w a t e r  u t i l i t i e s  d o m i c i l e d  i n
C a l i f o r n i a .  B a s e d  o n  o u r  a s s u m p t i o n  t h a t
t h e  C P U C  w i l l  m a i n t a i n  i t s  c u r r e n t  c o n -
s t r u c t i v e  a p p r o a c h ,  w e  t h i n k  C W T  c o u l d
p r o v i d e  b e t t e r  l o n g - t e r m  r e t u r n s  t h r o u g h
l a t e  d e c a d e  t h a n  t h e  a v e r a g e  w a t e r  u t i l i t y ,
J a m e s  A .  F l o o d J a n u a r y  1 5 ,  2 0 1 6

T h e  C a l i f o r n i a  W a t e r  S e r v i c e  G r o u p
p o s t e d i t s p o o r
q u a r t e r . T h e  w a t e r  u t i l i t y s  s h a r e  e a r n -
i n g s  c a m e  i n  a t  $ 0 . 5 2 ,  v e r s u s  t h e  p r i o r
y e a r ' s  $ 0 . 7 0 ,  a n d  o u r  $ 0 . 6 9  e s t i m a t e .  E v e n
t h o u g h  t h e  s a m e  q u a r t e r  i n  2 0 1 4  h a d  b e e n
a i d e d  b y  a  t a x  a d j u s t m e n t  a n d  r e v e n u e
r e c o g n i t i o n  f r o m  o u t l a y s  t h e  c o m p a n y  h a d
m a d e  e a r l i e r  i n  t h e  y e a r ,  t h e  b o t t o m - l i n e
s h o w i n g  w a s  s t i l l  a  d i s a p p o i n t m e n t .  I n -
c r e a s e d  c o s t s  r e l a t e d  t o  t h e  s t a t e ' s  o n g o i n g
d r o u g h t ,  h i g h e r  m a i n t e n a n c e  e x p e n s e s ,
a n d  m e a n i n g f u l  " u n i n s u r e d  l o s s  c o s t s , '
w e r e  a l s o  p r o v i d e d  b y  m a n a g e m e n t  a s  r e a -
s o n s  f o r  t h e  e a r n i n g s  m i s s .
T h e u t i l i t y ' s p r o f i t a b i l i t y  i s  n o t  s u p -
p o s e d  t o  b e  m e a n i n g f u l l y  i m p a c t e d  b y
t h e d r o u g h t . I n  a n  a t t e m p t  t o  p r e s e r v e
w a t e r ,  t h e  C a l i f o r n i a  P u b l i c  U t i l i t y  C o m -
m i s s i o n ( C P U C ) h a s m a n d a t e d s t r i c t
r e s t r i c t i o n s o n u s a g e . P r e v i o u s l y , t h e
C P U C  i n s t i t u t e d  a  c h a n g e  i n  h o w  w a t e r
u t i l i t i e s '  i n c o m e  i s  c a l c u l a t e d .  B a s e d  o n
t h e  n e w  m e t h o d o l o g y ,  i n c o m e  a n d  r e v e -
n u e s  w e r e  s w i t c h e d  f r o m  b e i n g  a  " q u a n t i t y
b a s e d "  t o  a  " f i x e d - r a t e  c h a r g e "  s y s t e m .
T h e  m a i n  g o a l  o f  t h i s  m a n e u v e r  w a s  t o  i n -
c e n t i v i z e  u t i l i t i e s  t o  s w a y  c u s t o m e r s  t o  u s e

-

22.9
16.4

Target Price Range
2018 2020

64

48
40
32

24
20
16

12

8
-6

11111114 ml ,n

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability

B++

6) Incl. intangible assets. In '14

(A) Basic Eds. Excl. nonrecurring gain (loss); May, Aug., and Nov. I Div'd reinvestment plan (D) In millions, adjusted for splits.
'00, (4¢), '01, 2¢, '02, 4¢, '11, 4¢. Next earn- available. (E) Excludes non-reg. rev,
inks report due late February. : $7.3 mm.,
(B) Dividends historically paid in late Feb., 0.15/Sh.
©  2016 Value Line. Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties al an),kind.
THE PUBLISHER IS NOT RESP NSIBLE FOR ANY ERRORS OR OMlSSlONS HEREIN. non-commercial, internal use. 0 pan
of rt may be reproduced, resold, stored or transmitted in any printed, electronic or other Lem service or product

This rublication is strictly tor subscriber's own,
or use for generating or marketing any printed of electronic publication.
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C0I\ECTICUTWATERNDQ-CTWS
RECENT
PRICE 38.47 PIE

RATIO 19.2(92§28='3?3l
RELATNE
p/E RATIO 1. 11

V A L U E
L I N E

man
YLD 2.8%

H'gh
Law

Price
50
35

Ann'l Total
Recur
1 0 %

1 %

TIMELINESS 3 Lowered 11l2ll14

SAFEW 3 New1l18l13

TECHNICAL 4 Lowered 1lll16
BETA .es (1.00=Markel)

1830 PROJECTIGNS

Gain
(4-30%l
(-10%

Insider Decisions
FMAMJJASO
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0
0 0 0 0 0 0 0 0 0

iuBuy

Gptians

w Sell

3Q201 s
5 0
3 4

4 5 2 7

Institutional Decisions
102015 2Q2015

3 7 5 4
4 0 3 7

4 2 8 9 4 3 9 1

in Buy
tn Sell
HId's(000

High:
Low:

29.8
23.8

28.2
21.9

25.6
22.4

29.0
19.3

26.4
17.3

27.9
20.0

29.1
23.3

32.8
26.2

36.4
27.8

37.5
31,0

39.9
33.2L E G E N D S .

1 .30  x Div idends  P sh
d iv ided Hg Inheres Rate
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Oggonsz Nu .

-

l
|

• a

I | Uh I I all 4 n i l '
1 I " I V "

"f1l1l'U" l
ill I'll 1111! I

4 ' r .*»,,_,ll_ll ll l lll' inM., • J
q, I I

gal
I In

In-
•

"Q
1

a 4
I

-
- »»

%  T o T . R E T U R N 1 2 / 1 5
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STUCK INDEX
7 . 8 - 6 . 9

3 9 . 8 3 7 . 7
5 9 . 9 5 2 . 1

1  y r .
3  y r .
5  y r .

P e r c e n t
s h a r e s
t r a d e d

1 2
8
4

I

I
I I Is l l

ill 111 I ill 'ill ll . I I lull 1 I I

I I l I lI I I

I I I

3 2 . 0 %

1 . 7 %

4 9 . 0 %

5 0 . 8 %

3 6 4 . 6

4 4 7 . 9

4 . 8 %

7 . 3 %

7 . 3 %

I I1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
5 . 8 7

1 . 6 5

1 . 0 3

. 7 9

5 . 7 0

1 . 7 3

1 . 0 9

. 7 9

5 . 9 3

1 . 7 8

1 . 1 3

. 8 0

5 . 7 7

1 . 7 8

1 . 1 2

. 8 1

5 . 9 1

1 . 8 9

1 . 1 5

. 8 3

6 . 0 4

1 . 9 1

1 . 1 6

. 8 4

5 . 8 1

1 . 6 2

. 8 8

. 8 5

5 . 6 8

1 . 5 2

. 8 1

. 8 6

7 . 0 5

1 . 9 0

1 . 0 5

. 8 7

7 . 2 4

1 . 9 5

1 . 1 1

. 8 8

6 . 9 3

1 . 9 3

1 . 1 9

. 9 0

7 . 6 5

2 . 0 4

1 . 1 3

9 2

7 . 9 3

2 . 1 1

1 . 1 3

.9 41 . 4 2

8 . 6 1

1 . 4 3

8 . 9 2

1 . 8 6

9 . 2 5

1 . 9 8

1 0 . 0 6

1 . 4 9

1 0 . 4 6

1 . 5 8

1 0 . 9 4

1 . 9 6

1 1 . 5 2

1 . 9 6

1 1 . 6 0

2 . 2 4

1 1 . 9 5

2 . 4 4

1 2 . 2 3

3 . 2 8

1 2 . 6 7

3 . 06

1 3 . 0 5

2 .6 1

1 3 . 5 0
7 . 2 6 7 . 2 8 7 . 6 5 7 . 9 4 7 . 9 7 8 . 0 4 8 . 1 7 8 . 2 7 8 . 3 8 8 . 4 6 8 . 5 7 8 . 6 8 8 . 7 6
1 8 . 2

1 . 0 4

4 . 2 %

1 8 . 2

1 . 1 8

4 . 0 %

2 1 , 5

1 . 1 0

3 . 3 %

2 4 . 3

1 . 3 3

3 . 0 %

2 3 . 5

1 . 3 4

3 . 0 %

2 2 . 9

1 . 2 1

3 . 1 %

2 8 . 6

1 . 5 2

3 . 4 %

2 9 . 0

1 . 5 7

3 . 6 %

2 3 . 0

1 . 2 2

3 . 6 %

2 2 . 2

1 . 3 4

3 . 6 %

1 8 . 4

1 . 2 3

4 . 1 %

2 0 . 7

1 . 3 2

3 . 9 %

2 3 . 0

1 . 4 4

3 . 6 %

2012 2013
9 . 4 7

2 . 6 4

1 . 5 3

. 9 6

8 . 2 9

2 . 6 3

1 . 6 6

. 9 8

2 .7 9

2 0 . 9 5

3 .0 2

1 7 . 9 2

8 . 8 5 1 1 . 0 4

1 9 . 4

1 . 2 3

3 . 2 %

1 8 .4

1 . 0 3

3 . 2 %

8 3 . 8

1 3 . 6

9 1 . 5

1 8 . 3

3 2 . 0 %

1 . 7 %

2 8 . 0 %

2 . 0 %

4 9 . 0%

5 0 . 8 %

4 6 . 9 %

5 2 . 9 %

3 6 4 . 6

4 4 7 . 9

4 . 8 %

3 7 3 . 6

4 7 1 . 9

5 . 9 %

7 . 3 %

7 . 3 %

9 .2 %

9 . 2 %

2014 2015 2016 ©vALuELln 'Ep 'u s . l L
8 . 4 5

2 . 9 7

1 . 9 2

1 . 0 1

8.60

3.25

2.05

1.05

9 . 0 0

3 . 4 0

2 . 1 0

1 . 0 9

Revenues per sh

"Cash FlOw" per sh
Earnings perch A

Div'd DecI'd per sh B.

1 2 . 9 0

3 . 7 5

2 . 2 5

1 . 3 0
4 . 1 1

1 8 . 8 3

3 . 6 0

1 9 . 9 5

5 . 8 0

2 1 . 1 5

Cap'l Spending perch

Book Value per sh D
3.00

23.3511.12 11.20 1 1 . 3 5 Common Shs 0utst'g c 1 2 . 0 0
1 7 . 5

. 9 2

3 . 0 %

17.5

.89
2.9%

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

1 9 . 0

1 . 2 0

3.  1%

9 4 . 0

2 1 . 3

96.5

23.0
102

23.5

Revenues (;mill)

Net Profit ($mill)
155

210
1 4 . 4 %

2 . 4 %

5 . 0 %

2 . 0 %

1 9 . 0 %

2 . 5 %

Income Tax Rate

AFUDC % to Net Profit
2 7 . 0 %

2 . 0 %
4 5 . 7 %

5 4 . 1 %

44.0%

56.0%
44.5%

55.5%
Long-Temi Debt Ratio

Common Equity Ratio
4 7 . 0 %

5 3 . 0 %
3 8 6 . 8

5 0 6 . 9

6 . 4 %

400

535
6.5%

425

565

6.5%

Total Capital ($mill)

Net Plant ($mill)

Return on Total Cap'l

5 1 0

6 5 0

6 . 5 %
1 0 . 1 %

1 0 . 2 %

1 0 . 5 %

1 0 . 5 %

1 0 . 0 %

1 0 . 0 %

Return on Shr. Equity

Return on Com Equitv
9.5%

9.5%

CAPITAL STRUCTURE as of 9/30/15
Total Debt $190.7 mm. Due in 5 Yrs $19.3 mill.
LT Debt $176.7 mill. LT Interest $7.0 mill.

(44% of Cap'l)

Leases, Uncapitalized: Annual rentals $.1 mill.
Pension Assets-12/14 $61 .6 mm.

Oblig. $79.8 mill.

Pfd Divd NMFPfd Stock $0.8 mm.

Common Stock 11,181 .070 she.
as of 10/31/15
MARKET CAP: $425 million (Small Cap)

2011 9/30/152013

2.2
13.0
24.1
39.3

9.7
14.0

8.5
32.2

2.5
12.0
21.7
36.2
10.0

4.4
9.2

23.6

CURRENT POSITION
(SMILL)

Cash Assets
Accounts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

18.4
12.3
16.2
46.9
10.8

4.1
7.8

22.7

P a s t
5  Y rs .

Past
10 Yrs.

4.0%
4.0%
4.0%
2.0%
6.5%

Esta '12-'14
to '18~'20

4.5% 6.5%
7.5% 5.5%
9.0% 4.5%
2.0% 5.0%
9.5% 3.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flow'
Eamings
Dividends
Book Value

Cal-
endar

QUART ERL Y  REVENUES ( S mi l l . )

M a r . 3 1  J u n .  3 0  S e p .  3 0  D e c .  3 1
Full
Year

2012
2013
2014
2015
2016

18.5
19.7
20.3
20.0
22.5

21.3
22.6
25.4
26.6
27.5

19.5
21.6
2 0 1
21.5
22.0

24.5
27.6
27.6
28.4
30.0

83.8
91.5
94.C
96. '

102

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2012
2013
2014
2015
2016

.17

.17
.22
.21
.25

.67
.86
.76
.79
.85

.47

.39

.67

.77
.68

.22

.24
.21
.28
.32

1.53
1.66
1.92
Z05
2.10

Cal-
endar

QUART ERL Y  DIV IDENDS PAID B  I

M a r . 3 1 J u n . 3 0  S e p . 3 0 D e c . 3
Full
Year

2012
2013
2014
2015
2016

.2425

.2475

.2575

.2675

.2425

.2475

.2575

.2675

,238

.2425

.2475

.2575

.238

.2425

.2475

.2575

. 9 6 2

. 9 8

1 . 0 1

1 . 0 5

47.5

72
4 6 . 9

6 . 7

5 9 . 0

8 . 8

61.3

9.4
5 9 . 4

1 0 . 2

6 6 . 4

9 . 8

6 9 . 4

9 . 9
2 3 . 5 % 3 2 . 4 % 27.2%

1.7%
1 9 . 5 % 3 5 . 2 % 4 1 . 3 %

4 4 . 9 %

5 4 . 6 %

4 4 . 4 %

5 5 . 1 %

47.8%

51.8%
46.9%

52.7%
5 0 . 6 %

4 9 . 1 %

49.5%

50.2%
53.2%

46.5%
1 7 2 . 3

2 4 7 . 7

5 . 0 %

1 7 4 . 1

2 6 8 . 1

4 . 9 %

1 9 3 . 2

2 8 4 . 3

5 . 5 %

1 9 6 . 5

3 0 2 . 3

5 . 9 %

2 2 1 . 3

3 2 5 . 2

5 . 5 %

2 2 5 . 6

3 4 4 . 2

5 . 4 %

2 5 4 . 2

3 6 2 . 4

4 . 9 %
7 .5 %

7 . 6 %

6 . 9 %

7 . 0 %

8 . 7 %

8 . 7 %

9 . 0 %

9 . 1 %

9 . 3 %

9 . 4 %

8 . 6 %

8 . 7 %

8 . 3 %

8 . 3 %
.3 %

9 5 %

NMF

105%

1.6%

82%

1 . 9 %

7 9 %

2.3%

76%
1 . 6 %

8 1 %

1 . 4 %

8 3 %

2 . 8 %

6 2 %

3 . 8 %

5 9 %

4 . 8 %

5 3 %

5 . 0 %

5 2 %

5.0%

52%
Retained to Com Eq
All Div'ds to Net Prof

4.5%
58%

: onnectrcut amer Service, Inc. is a non-operating
holding company, whose income is derived from earnings of its
wholly-owned subsidiary companies (regulated water utilities). In
2014, 93% of net income was derived from these activities. Pro~
vides water services to 400,000 people in 77 municipalities through-
out Connecticut and Maine. Acquired The Maine Water Company,

January, 2012, Biddeford and Saco Water, December, 2012. ln-
corporatedz Connecticut. Has 265 employees. Chair-
man/PresidenVChief Executive Officer: Eric W. Thornburg. Officers
and directors own 2.3% of the common stock, BfackRock, inc.
7.0%' (4/15 proxy). Address: 93 W est Main Street, Clinton, CT
06413. Telephone: (860)669-8636. Inter el: c  a t  r e

o n n e c t l c u t  W a t e r  S e r v i c e  p r o b a b l y
t u r n e d  i n  a n o t h e r  s o l i d  e a r n i n g s  p e r -
f o r m a n c e l a s t y e a r .  E v e n  t h o u g h  w e  a r e
e x p e c t i n g  t h e  c o m p a n y  t o  r e p o r t  a  n e g a -
t i v e p r o f i t c o m p a r i s o n i n t h e f o u r t h
q u a r t e r ,  w e  t h i n k  t h e  u t i l i t y  s t i l l  p o s t e d  a
h e a l t h y  7 %  i n c r e a s e  i n  f u l l - y e a r  s h a r e
e a r n i n g s  v e r s u s  2 0 1 4 .  T h i s  w o u l d  m a r k
t h e  f o u r t h - s t r a i g h t  y e a r  o f  h e a l t h y  g a i n s .
W e  a r e b e i n g  m o r e  c o n s e r v a t i v e  i n
o u r  e x p e c t a t i o n s  f o r 2 0 1 6 .  F o r  n o w ,  w e
a r e  s t i c k i n g  w i t h  o u r  $ 2 . 1 0 - a - s h a r e  f o r e -
c a s t ,  w h i c h  w o u l d  b e  o n l y  a  2 . 5 %  i n c r e a s e
o v e r  2 0 1 5 .  C o n n e c t i c u t  W a t e r  c o u l d  s u r -
p r i s e  t o  t h e  u p s i d e ,  h o w e v e r ,  d u e  t o  t h e
c o n t i n u e d  b e n e f i t s  o f  a n  e a r l i e r  r a t e  i n -
c r e a s e  i n  M a i n e .
A s u b s t a n t i a l  h i k e  i n  c a p i t a l e x p e n d i -
t u r e s h a s b e e n  a p p r o v e d  f o r  t h i s  y e a r .
I n  l a t e  N o v e m b e r ,  t h e  c o m p a n y  a n n o u n c e d
i t  w i l l  s p e n d  $ 6 6  m i l l i o n  o n  m a j o r  p r o j e c t s
d u r i n g  2 0 1 6 .  T h i s  r e p r e s e n t s  a  h e f t y  4 7 %
r i s e  o v e r  w h a t  w e  e s t i m a t e  C o n n e c t i c u t
s p e n t  i n  2 0 1 5 .  R o u g h l y  o n e - t h i r d  o f  t h e  t o -
t a l  w i l l  b e  u s e d  t o  u p g r a d e  a  w a s t e w a t e r
f a c i l i t y ,  w i t h  t h e  r e s t  e x p e c t e d  t o  b e  s p e n t
r e p l a c i n g  t h e  c o m p a n y ' s  a g i n g  i n f r a s t r u c -
t u r e .

T h e  b a l a n c e  s h e e t  i s  i n  d e c e n t s h a p e .
T h e  c o m p a n y  c a r r i e s  a n  a v e r a g e  F i n a n c i a l
S t r e n g t h  r a t i n g  o f  B + ,  b u t  t h a t  w o u l d  b e
h i g h e r  i f  C o n n e c t i c u t ' s  m a r k e t  c a p i t a l i z a -
t i o n  w a s  l a r g e r .  T h e  c u r r e n t  l o n g - t e r m
d e b t - t o - t o t a l  c a p i t a l  r a t i o  i s  4 4 % ,  w h i c h  i s
n e a r  t h e  l o w e r  e n d  o f  t h e  i n d u s t r y  s p e c -
t r u m .  W h a t ' s  m o r e ,  e v e n  w i t h  t h e  c o m p a -
n y ' s  h i g h e r  p r o j e c t e d  b u d g e t s  o v e r  t h e  n e x t
y e a r  o r  t w o ,  w e  t h i n k  t h e  b a l a n c e  s h e e t
s h o u l d  r e m a i n  q u i t e  s o u n d  t h r o u g h  t h e
l a t e  d e c a d e .
D i v i d e n d  g r o w t h  i s  c l e a r l y  o n  t h e u p -
s w i n g . F o r  y e a r s ,  t h e  c o m p a n y  w o u l d  o n l y
r a i s e  i t s  a n n u a l  p a y o u t  b y  2 % .  S t a r t i n g  i n
2 0 1 4 ,  t h e  r a t e  r o s e  t o  3 % ,  a n d  i n c r e a s e d
4 %  i n  2 0 1 5 .  O v e r  t h e  n e x t  3  t o  5 - y e a r  p e -
r i o d ,  w e  e x p e c t  g r o w t h  t o  a v e r a g e  5 % .
T h e s e s h a r e s  a r e  r a n k e d  t o  p e r f o r m  i n
l i n e  w i t h  t h e  b r o a d e r  m a r k e t a v e r -
a g e s  i n t h e y e a r  a h e a d .  M o r e o v e r ,  i t  a p -
p e a r s  t h a t  a l l  o f  t h e  c o m p a n y ' s  s t r o n g
p o i n t s  a r e  c u r r e n t l y  f a c t o r e d  i n t o  t h e
r e c e n t  p r i c e .  I n d e e d ,  t h e  s t o c k ' s  c a p i t a l  a p -
p r e c i a t i o n  p o t e n t i a l  t o  2 0 1 8 - 2 0 2 0  i s  o n l y
1 0 % ,  v e r s u s  t h e  m e d i a n  o f  5 0 %  f o r  a l l  c o m -
p a n i e s  i n t h e  V a l u e  L i n e u n i v e r s e .
J a m e s  A .  F l o o d J a n u a r y  1 5 ,  2 0 1 6

June, September, and December. I Div'd rein-
veslment plan available.
(C) In millions, adjusted for split.
(D) Includes intangibles. In 2014: $31.7 mil~

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictabiiity

To .subscr ibe cal l  1 - l00-VALUELINE
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20.3 Target Price Range

2018 2019  2020

80

60
50
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30
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20
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lm III

' 8 - ' 20`

(A) Diluted earnings. Next earnings report due

2012 due to rounding.
(B) Dividends historically paid in mid-March,
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late February. Quarterly earnings do not add in lion/$2.85 a share.
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5.35

1.19

.76

.60

5.39

.99

.st

.61

5.87

1.18

.66

.52

5.98

1.20

.73

.63

6.12

1.15

.61

.65

6.25

1.28

.73

.66

6.44

1.33

.71

.67

6.16

1.33

.82

.68

6.50

1.49

.87

.69

6.79

1.53

.89

.70

6.75

1.40

.72

.71

660

1.55

.96

.72

6.50

1.46

.84

.73

6.98

1.56

.90

.74

7.19

1.72

1.03

.75

7.26

1.84

1.13

.76

1.70

2.10

1.20

.78

8.00

2.15

1.30

.81

Revenues per sh

"Cash Flow" per sh

Earnings perch A

Div'd Decl'd per sh Bl

9.10

2.25

1.35

.89

2.33

6.95

1.32

6.98

1.25

7.11

1.59

7.39

1 .87

7.60

2.54

8.02

2.18

8.26

2.31

9.52

1.66

10.05

2.12

10.03

1.49

10.33

1.90
11.13

1.50

11.27

1.36

11.48

1.26

11.82

1.40

12.24

1.60

12.45

1.15

12.95

Cap'l Spending per sh

Book Value per sh

2.00

14.30

10.00 10.11 10.17 10.36 10.48 11.36 11.58 13.17 13.25 13.40 13.52 15.57 t5.10 15.82 15.96 16.12 16.25 16.25 Common Shs 0utst'g c 17.00

17.6

1.00

4.4%

2B.7

1.87

4.2%

24.6

1.26

3.8%

23.5

1.28

3.7%

30.0

1 .71

3.5%

26.4

1.39

3.4%

27.4

1.46

3,5%

22.7

1.23

3.7%

21.6

1.15

3.7%

19.8

1.19

4.0%

21.0

1.40

41%

17.8

1.13

4.2%

21.7

1.36

4.0%

20.8

1.32

4.0%

19.7

1.11

3.7%

18.5

.98

3.7%

19.4

.98

3.3%

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

21.0

1.30

3.1%

CAPITAL STRUCTURE as of 9/30/15
Total Debt 158.9 mm. Due in 5 Yrs $49.8 mm.
LT Debt $135.2 mill. LT Interest $4.6 mill.

(39% of Cap'l)

Pension Assets-12/14 $51 .6 mill.
Oblig. $75.0 mill.

Pfd Stock $2.4 mill.Pfd Div'd: $.1 mill.

Common Stock 16,211,304 she.
as of 10/31/15

MARKET CAP: $425 million (Small Cap)

74.6

8.5

81.1

10.0

86.1

11.8

91.0

12.2

91.2

10.0

102.7

14.3

102.1

13,4

110.4

14.4

114.8

16.6

117.1

18.4

125
20,5

130

21.0

Revenues ($milI)

Net Prost ($mill)

155

23.0

27.6% 33.4% 32.6% 33.2% 34.1% 32.1%

6.8%

32.7%

6.1%

33.9%

3.4%

34.1%

1.9%

35.0%

1.7%

35.0%

1.0%

31.0%

1.5%

Income Tax Rate

AFUDC % to Net Profit

34.0%

2.5%

55.3%

41.3%

49.5%

47.5%

49.0%

49.6%

45.6%

51.8%

46.6%

52.1%

43.1%

55.8%

42.3%

56.6%

41.5%

57.4%

40.4%

58.7%

40.5%

58.8%

40.0"/»

59.5%

40.0%

59.5%

Long-Term Debt Ratio

Comm0n Equity Ratio

43.5%

56.5%

231.7

288.0

5.0%

264.0

317.1

5.1%

268.8

333.9

5.6%

259.4

366.3

5.8%

267.9

376.5

5.0%

310.5

405.9

5.7%

312.5

422.2

5.2%

316.5

435.2

5.4%

321 .4

446.5

5.9%

335.8

465.4

6.3%

340

480

6.5%

355

495

7.0%

Total Capital ($mill)

Net Plant ($miII)

Return on Total Cap'I

430

555

6.5%

8.2%

8.6%

7.5%

7.8%

8.6%

8.7%

8.5%

8.9%

7.0%

7.0%

8.1%

8.2%

7.5%

7.5%

7.8%

7.8%

8.7%

81%

9.2%

9.3%

10.0%

10.0%

10.0%

10.0%

Return on Shr. Equity

Recur on Com Equity

9.5%

9.5%

.6%

94%

1.3%

84%

1.8%

79%

2.0%

78%

NMF

98%

2.1%

75%

1.0%

87%

1 .4%

83%

2.4%

73%

3.1%

67%

4.0%

62%

4.0%

62%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

66%

2014 9/30/152013

4.8
21.0
25.8

6.3
33.8
12.6
52.7

4.7
26.2
30.9

8.6
23.7
14.6
46.9

2.7
20.2
22.9

6.4
24.9
12.6
43.9

CURRENT POSITION
(SMILL)

Cash Assets
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

2014, the Middlesex System accounted for 60% of operating reve-
nues. At 12/31/14, the company had 282 employees. Incorporated:
NJ. President, CEO, and Chairman: Dennis W. Doll. Officers &
directors own 3.5% of the common stock, BlackRock Institutional
Trust Co., 6.6% (4115 proxy). Add.: 1500 Ronson Road, roselin, NJ
08830. Tel.: 732-634-1500. Internet: www.middlesexwater.com.

BUSINESS: Middlesex Water Company engages in the ownership
and operation of regulated water utility systems in New Jersey, Del-
aware, and Pennsylvania. It also operates water and wastewater
systems under contract on behalf of municipal and private clients in
NJ and DE. its Middlesex System provides water services to 60,000
retail customers, primarily in Middlesex County, New Jersey. In

s i n c e  1 9 9 7  b y  e x a c t l y  $ 0 . 0 1  a  s h a r e  a n -
n u a l l y  ( o n e - q u a r t e r  o f  o n e  c e n t  e v e r y
q u a r t e r ) .  I n  t h e  f i n a l  p e r i o d  o f  2 0 1 5 ,  h o w -
e v e r ,  i n s t e a d  o f  r a i s i n g  t h e  q u a r t e r l y  p a y ~
o u t  t h e  u s u a l  a m o u n t  t o  $ . 1 9 2 5 ,  o r  + l . 3 % ,
m a n a g e m e n t  h i k e d  t h e  p a y o u t  f i v e - e i g h t s
o f  o n e  c e n t ,  o r  3 2 % .  T o  r e f l e c t  t h i s ,  w e ' v e
r a i s e d  o u r  l o n g - t e r m  g r o w t h  f o r e c a s t .
F i n a n c e s a r e  v e r y s o l i d .  T h o u g h  n o t  a
l a r g e  c o m p a n y ,  M i d d l e s e x  h a s  a n  e q u i t y -
t o - t o t a l  c a p i t a l  r a t i o  c l o s e  t o  6 0 %  w h i c h  i s
e x t r e m e l y  h i g h  f o r  a  w a t e r  u t i l i t y .  D u e  t o
p r o j e c t e d  g r e a t e r  c a p i t a l  s p e n d i n g  c o m m i t -
m e n t s  t o  m o d e r n i z e  t h e  e x i s t i n g  w a t e r  i n -
f r a s t r u c t u r e , w e e x p e c t t h e f i n a n c i a l
m e t r i c s  t o  s l i d e  m a r g i n a l l y ,  b u t  s t i l l
r e m a i n  w e l l  a b o v e  i n d u s t r y  l e v e l s .
M o s t  o f  t h e  b l o o m  i s  o f f  t h e  r o s e  o f
t h e s e s h a r e s .  A s  e v i d e n c e d  b y  t h e  r e c e n t
s t r e n g t h  i n  t h e  s t o c k  p r i c e ,  i n v e s t o r s  h a v e
b e c o m e  w e l l  a w a r e  o f  c o m p a n y ' s  p o s i t i v e
a t t r i b u t e s .  T h e  e q u i t y  i s  c u r r e n t  r a n k e d  t o
o n l y  b e  a  m a r k e t  p e r f o r m e r  t h i s  y e a r .  O v e r
t h e  p u l l  t o  2 0 1 8 - 2 0 2 0 ,  t h o u g h ,  p r o j e c t e d
c a p i t a l  a p p r e c i a t i o n  i s  o n l y  1 5 % ,  s u b s t a n -
t i a l l y  b e l o w  t h e  5 0 %  m e d i a n  o f  a l l  s t o c k s
i n t h e  V a l u e L i n e  u n i v e r s e .
J a m e s  A .  F l o o d J a n u a r y  1 5 ,  2 0 1 6

S h a r e s  o f  M i d d l e s e x  c o n t i n u e  t o p e r -
f o r m w e l l .  S i n c e  o u r  m i d - O c t o b e r  r e p o r t ,
t h e  v a l u e  o f  t h e  e q u i t y  h a s  r i s e n  8 . 2 % ,
c o m p a r e d  t o  4 . 9 %  f o r  t h e  i n d u s t r y ,  a n d
1 . 9 %  f o r  t h e  S & P  5 0 0  I n d e x .
W e t h i n k  t h e  u t i l i t y  f i n i s h e d  2 0 1 5  o n  a
p o s i t i v e  n o t e . T h i r d - q u a r t e r  r e s u l t s  w e r e
d i s a p p o i n t i n g  d u e  t o  a  s h a r p  s p i k e  i n  e x -
p e n s e s  r e l a t e d  t o  t h e  c o m p a n y ' s  e m p l o y e e
b e n e f i t  p l a n .  W i t h  c o s t s  a t  m o r e  n o r m a l
l e v e l s  i n  t h e  f i n a l  q u a r t e r ,  M i d d l e s e x  p r o b -
a b l y  p o s t e d  a n  e a r n i n g s - p e r - s h a r e  g a i n  o f
o v e r  1 5 % .  R a t e  r e l i e f  i m p l e m e n t e d  i n  N e w
J e r s e y  w a s  a l m o s t  c e r t a i n l y  t h e  r e a s o n  f o r
t h e  e x p e c t e d  s t r o n g  s h o w i n g .
E a r n i n g s  s h o u l d  b e  e v e n  b e t t e r t h i s
y e a r .  E v e n  t h o u g h  N e w  J e r s e y  r e g u l a t o r s
w e r e  r e s t r i c t i v e  i n  l a s t  y e a r ' s  m a j o r  r a t e
c a s e  b y  a l l o w i n g  o n l y  $ 5  m i l l i o n  o f  t h e  $ 9
m i l l i o n  i n  h i g h e r  t a r i f f s  s o u g h t  b y  M i d -
d l e s e x ,  t h e  r a t e  h i k e  w i l l  b e  i n  e f f e c t  f o r
t h e  e n t i r e  y e a r .  M o r e o v e r ,  d e s p i t e  t h e
a f o r e m e n t i o n e d e m p l o y e e c o m p e n s a t i o n
c h a r g e ,  t h e  u t i l i t y  h a s  b e e n  d o i n g  a  f a i r l y
g o o d  j o b  o f  c o n t a i n i n g  c o s t s .
A  m a j o r c h a n g e  h a s  b e e n  m a d e  i n
M i d d l e s e x ' s  d i v i d e n d p o l i c y .  T h e  c o m -
p a n y  h a s  i n c r e a s e d  t h e  a n n u a l  d i v i d e n d

Past
Yrs.
1.5%
3.0%
4.5%
1.5%
3.0%

Past
10 Yrs.

1.5%
3.5%
4.0%
1.5%
4.5%

Esfd '12-'14
to '18-'20

4. 0%
4.5%
5.0%
3. 0%
3.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flovf'
Eamings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (S mill.)

Mar.31 Jun. 30 Sep. 30 Dec. 31
Full
Year

2012
2013
2014
2015
2016

27.1
27.4
28.1
29.8
32.5

27.4
29.1
29.2
31.7
325

23.5
27.0
27.1
28.8
29.5

32.4
31.3
32.7
34.7
35.5

110.4
114.8
117.1
125
130

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2012
2013
2014
2015
2016

.17

.19

.22

.26

.29

.11

.20

.20
.22
.23

.24
.28
.29
.31
.33

.38

.36

.42

.41
.45

.90
1.03
1.13
1.20
1.30

Cal-
endar

QUARTERLY DIVIDENDS PAID 81

Mar.31 Jun,30 Sep.30 Dec.31
Full
Year

2012
2013
2014
2015
2016

.1875

.19

.1925

.1987=

.185

.1875

.19

.1925

.185

.1875

.19

.1925

.185

.1875

.19

.1925

.74

.75

.76

.78

In

20.5
16.5

T arg et  P r ice  Rang e
2 0 1 8 2 0 2 0

64

48
40
32

24
20
15

12

8
-6

-

.
lll\lllllllll

A 8-20

Company's Financial Strength
S\o4:k's Price Stability
Price Growth Persistence
Earnings Predictability

B++
(A) Diluted earnings. May not sum due to May, Aug., and November! Div ld reinvestment
rounding. Next earnings report due late Febru- plan available.
are. (C) In millions, adjusted for splits.
(B) Dividends historically paid in mid-Feb.,
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1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

6.40

1.43

.87

.40

6.74

1.23

.58

.41

7.45

1.49

.77

.43

7.97

1.55

.78

.46

8.20

1.75

.91

.49

9.14

1.89

.87

.51

9.86

2.21

1.12

.53

10.35

2.38

1.19

.57

11,25

2.30

1.04

.61

12.12

2.44

1.08

.65

1.77

7.88

1.89

7.90

2.63

8.17

2.06

8.40

3.41

9.11

2.31

10.11

2.83

10.72

3.87

12.48

6.B2

12.90

3.79

13.99

18.27 18.27 18.27 18.27 18.27 18.27 18.27 18.28 18.36 18.18

15.5

.88

3.0%

33.1

2.15

2.1%

18.5

.95

3.0%

17.3

.94

3.4%

15.4

.88

3.5%

19.6

1.04

3.0%

19.7

1.05

2.4%

23.5

t .27

2,0%

33.4

1.7'(

1.7%

26.2

1.58

2.3%

2009 2010
11.68

2.21

.81

.66

11.62

2.38

.84

.68

3.17

13.66

5.65

13.75

18.50 18.55

28,7

1.91

2.8%

29.1

1.85

2.8%

216.1

15.2

215.6

15,8

40.4%

2.0%
38.8%

49.4%

50.6%

53.7%

46.3%

499.6

718.5

4.4%

550.7

785.5

4.3%

6.0%

6.0%

6.2%

6.2%

12.85

2.80

1.11

.69

14.01

2.97

1.18

.71

13,73

2.90

1.12

.73

15.76

4.42

2.54

.75

14.15

3.40

1.35

.78

14.30

3.65

1.55

.8 1

Revenues per sh

"Cash FloW' per sh

Eamings perch A

Div'd DecI'd per sh B.

17.60

3.95

1.75

1.05

3.75

14.20

5.87

14.71

4.58

15.92

5.02

17.75

4.65

18.30

5_20

19.30

Cap'l Spending per sh

Book Value per sh

4.95

22.60

18.59 18.67 20.17 2029 20.50 21.00 Common Shs 0utst'g c 23.00

212

1.33

2.9%

20.4

1.30

3.0%

24.3

1.37

2.7%

11.2

.59

2.6%

22.8

1.16

2.5%

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

22.0

1.40

2.7%

239.0

20.9

261.5

22.3

276.9

23.5

319.7

51.8

290

27.5

300

32.0

Revenues ($miII)

Net Profit ($mill)
405

40.0
41.1% 41.1% 38.7%

2.0%

32.5%

1.0%

37.0%

1.5%

36.5%

1.5%

Income Tax Rate

AFUDC % to Net Profit
37.0%

1.5%

56.6%

43.4%

55.0%

45.0%

51 .1%

48.9%
51 .6%

48.4%

51.0%

49.0%
51.5%

48.5%
Long-Term Debt Ratio

Common Equity Ratio

52.5%

47.5%

607.9

755.2

4.9%

610.2

831.6

5.0%

656.2

898.7

5.0%

744.5

963.0

8.3%

765

1030

5.0%

835

1100

5,5%

Total Capital ($milI)

Net Plant ($mill)

Return on Total Cap'I

1100

1300

5.5%
7.9%

7.9%

8.1%

8.1%

7.3%

7.3%

14.4%

14.4%

1 0 %

7.0%

8.0%

8.0%

Return on Shr. Equity

Return on Com Equity

7.5%

7.5%

CAPITAL STRUCTURE as of 9130115
Total Debt $405.8 mill. Due in 5 Yrs $21 .2 mill.
LT Debt $381 .0 mill. LT Interest $21 .0 mill.

(51% of Cap'l)

Leases, Uncapitalized: Annual rentals $5.5 mill.

Pension Assets-12l14 $91 .4 mill.
Oblig. $1281 mill.

Pfd Stock None.

Common Stock 20,381 ,949 she.
as of 10121115

MARKET CAP: $600 million (Small Cap)

2014 91301152013

2.3
14.5
22.9
39.7
12.6
23.0
23.6
59.2

6.3
20.3
50.3
76.9
17.5
24.8
30.7
73.0

2.4
15.0
50.7
68.1

7.0
13.8
23.9
44.7

CURRENT POSITION
(SMILL)

Cash Assets
Accts Receivable
Other
Current Assets
Accts Payable
Debt Due
Other
Current Limb.

Past
10 Yrs.

5.5%
7.0%
6.5%
4.0%
6.0%

ANNUAL RATES
of change (per sh)
Revenues
"Cash Flo vi'
Earnings
Dividends
Book Value

Past
5 Yrs.
4.5%
8.0%

10.5%
3.0%
3.5%

Est'd '12-'14
to '18-'20

3. 5%
2. 5%
1.5%
6. 0%
6.0%

Ca l-
e nda r

QUARTERLY REVENUES ($ mill.)

Ma r . 3 1  J un.  3 0  Se p.  3 0  De c .  3 1
Full
Year

2012
2013
2014
2015
2016

62.4
67.4
69.3
72.5
75.0

82.4
85.2

125.4
83.0
90.0

65.6
74.2
70.4
72.4
75.0

51.1
50.1
54,6
62.1
60.0

261.5
276.9
319.7
290
300

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2012
2013
2014
201s
2016

.31

.24

.28
.30
.35

.28

.37

.34

.36
.42

.53

.44
1.88

.46
.60

.06

.07

.04

.23

.18

1.18
1.12
254
1.35
1.55

Cal-
endar

QUARTERLY DIVIDENDS PAID B:

Mar.31 Jun.30 SeD.30 Dec.31
Full
Year

2012
2013
2014
2015
2016

.1775

.1825

.1875

.1950

.1775

.1825

.1875

.1950

.1775

.1825

.1875

.1950

.1775

.1825

.1875

.1950

.71

.73

.75

.78

180.1

20.7

189.2

22.2

206.6

19.3

220.3

20.2

41.6%

1.6%

40.8%

2.1%

39.4%

2.7%

39.5%

2.3%

42.6%

57.4%

41.8%

58.2%

47.7%

52.3%

46.0%

54.0%

341.2

484.8

7.6%

391.8

541.7

7.0%

453.2

645.5

5.7%

470.9

684.2

5.8%

10.6%

1o.6%

9.7%

9.7%

8.2%

8.2%

8.0%

8.0%

5.6%

47%

5.2%

46%

3.5%

57%

3.3%

59%

1.2%

80%

1.2%

80%

3.1%

51%

3.3%

59%

2.8%

62%

10.2%

29%

3.0%

58%

4.0%

52%

Retained to Com Eq

All Div'ds to Net Prof

3.0%

60%

BUSINESS: SJW  Corporation engages in the production, pur-
chase, storage, purification, distribution, and retail sale of water. It
provides water service to approximately 229,000 connections with a
total population of roughly one million people in the San Jose area
and 12,000 connections that reaches about 36,000 residents in the
region between San Antonio and Austin, Texas. The company also

offers ncnregulated water-related sen/ices and owns and operates
commercial real estate investments. Has about 395 employees. Of-
ficers and directors (including Nancy O, Moss) own 27.9% of out-
standing shares. Chairman: Charles J. Toeniskoetter. incorporated:
California. Address: 110 West Taylor Street, San Jose, CA 95110.
Telephone: (408) 279-7800. Internet: www.sjwater.com.

S h a r e s  o f  S J W  C o r p .  h a v e  b a d l y  u n -
d e r p e r f o r m e d b o t h t h e c o m p a n y ' s
p e e r  g r o u p  a n d  t h e  b r o a d e r  m a r k e t
a v e r a g e s s i n c e o u r m i d - O c t o b e r
r e p o r t .  D u r i n g  t h i s  s p a n ,  t h e  v a l u e  o f
S A W  h a s  d e c l i n e d  5 . 0 % ,  v e r s u s  t h e  4 . 9 %
i n c r e a s e  p o s t e d  b y  t h e  a v e r a g e  w a t e r  u t i l i -
t y ,  a n d  t h e  g a i n  o f  a b o u t  1 8 %  r e c o r d e d  b y
t h e  S 8 z P  5 0 0  I n d e x .
W e h a v e  r e d u c e d  o u r f u l l - y e a r  2 0 1 5
e a r n i n g s  e s t i m a t e f o r  t h e  c o m p a n y .
S h a r e  e a r n i n g s  f o r  t h e  t h i r d  q u a r t e r  c a m e
i n  a t  $ 0 . 4 6 ,  $ 0 . 0 7  b e l o w  o u r  f o r e c a s t .  T h e
d i s a p p o i n t i n g  r e s u l t s  w e r e  m a i n l y  a t t r i b -
u t e d t o h i g h e r a d m i n i s t r a t i v e c o s t s ,
p e n s i o n - r e l a t e d  e x p e n s e s ,  a n d  a  s p i k e  i n
t h e  i n c o m e  t a x  r a t e .  W e  s h o u l d  n o t e  t h a t
c o m p a r i n g  f i g u r e s  f r o m  2 0 1 4  a n d  2 0 1 5  i s
d i f f i c u l t ,  a s  2 0 1 4 ' s  i n c o m e  w a s  b o l s t e r e d  b y
a  o n e - t i m e  $ 4 5  m i l l i o n  r e i m b u r s e m e n t  f o r
e x p e n s e s  i n c u r r e d  i n  p a s t  y e a r s .  I n  a n y
c a s e ,  w e h a v e  s l i c e d  $ 0 . 1 0  a  s h a r e  o f f  o f
o u r  p r i o r  e s t i m a t e  a n d  n o w  t h i n k  S _ l W ' s
e a r n i n g s  p e r  s h a r e  w i l l  o n l y  r e a c h  $ 1 . 3 5 .
T h e p r o f i t p i c t u r e l o o k s m u c h
b r i g h t e r n e x t y e a r . F o r  s t a r t e r s ,  t h e
u t i l i t y  o p e r a t e s  i n  a  t h r i v i n g  s e r v i c e  a r e a ,
w h i c h  i n c l u d e s  S i l i c o n  V a l l e y .  M o r e o v e r ,

t h e  r e g u l a t o r y  c l i m a t e  i n  C a l i f o r n i a  i s  a c -
t u a l l y  c o n s t r u c t i v e  a s  a u t h o r i t i e s  h a v e
b e e n  w o r k i n g  w i t h  u t i l i t i e s  t o  e n a b l e  t h e m
t o  e a r n  a  r e a s o n a b l e  r a t e  o f  r e t u r n  o n
e q u i t y  d e s p i t e  s p e n d i n g  f r e e l y  t o  r e p l a c e
o l d  p i p e s  a n d  m o d e r n i z e  o t h e r  p a r t s  o f  t h e
w a t e r  d i s t r i b u t i o n  s y s t e m .  S J W  h a s  b e e n
i n v e s t i n g  h e a v i l y  ( a n d  s h o u l d  c o n t i n u e  t o
d o  s o  t h r o u g h  l a t e  d e c a d e )  o n  m o d e r n i z i n g
i t s  e n t i r e  w a t e r  i n f r a s t r u c t u r e .  A l l  t o l d ,  w e
t h i n k  s h a r e  n e t  c a n  r i s e  1 5 % ,  t o  $ 1 . 5 5 .
O n e  c a v e a t  i s  t h a t  o u r  a s s u m p t i o n  d o e s
n o t  f a c t o r  i n  a  l e n g t h y  d e l a y  i n  r e c o v e r i n g
c o s t s  r e l a t e d  t o  t h e  d r o u g h t .
D i v i d e n d g r o w t h p r o s p e c t s a r e
d e c e n t . E v e n  t h o u g h  w e  o n l y  p r o j e c t  e a r n -
i n g s  t o  i n c r e a s e  1 % - 2 %  a n n u a l l y  t h r o u g h
t o 2 0 1 8 - 2 0 2 0 , w e t h i n k t h e c u r r e n t
d i v i d e n d - t o - n e t  p r o f i t  r a t i o  i s  r e l a t i v e l y
l o w ,  w h i c h  s h o u l d  e n a b l e  d i v i d e n d s  t o  i n -
c r e a s e  a  h e a l t h y  6 %  a  y e a r ,  o v e r  t h a t  t i m e .
S A W  s t o c k  i s  t h e  l o n e  e q u i t y  i n t h e
w a t e r  u t i l i t y  g r o u p  e x p e c t e d  t o u n d e r -
p e r f o r m t h e  m a r k e t  a v e r a g e s  i n  t h e
y e a r a h e a d . F u r t h e r m o r e ,  d e s p i t e  t h e
r e c e n t  p r i c e  w e a k n e s s ,  l o n g  t e r m  t o t a l  r e -
t u r n  p r o s p e c t s  a r e  a l s o  n o t  a p p e a l i n g .
J a m e s  A .  F l o o d J a n u a r y  1 5 ,  2 0 1 6

February. Quarterly earnings may not add due
to rounding.
(B) Dividends historical paid in early March,

Div'd rein-June, September, and December. I

Company's Financial Strength
Stock's Price Stability
Price Growth Persistence
Earnings Predictability
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vestment plan available.
(C) In millions, adjusted for stock splits.

(A) Diluted earnings. Excludes nonrecurring
losses : `03, $1.97, `04, $3.78, '05, $1.09, '06,
$16.36, '08, $1.22, '10, $0.46. GAAP acccunl-
ing as of 2013. Next earnings report due late
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2.05

.59

.43

.34

2.05

.57

.40

.35

2.17

.65

.47

.37

2.18

.65

.49

.39

2.58

.79

.56

.42

2.56

.77

.58

.45

2.79

.86

.51

.48

2.89

.88

.57

.49

2.95

.95

.64

.51

3.07

1.07

.71

.52

a.18

1.09

.71

.53

3.21

1.12

.72

.54

3.27

1.19

.75

.55

3.58

1.36

.89

.57

3.75

1.45

.93

.60

4.00

1.55

1.00

.63

Revenues per sh

"Cash Flow' per sh

Earnings per sh A

Div'd Decl'd perch B

5.00

1.75

1.15

.80

.75

3.79

.66

3.90

1.07

4.06

2.50

4.55

1.69

4.85

1.85

5.84

1.69

5.97

2.17

6.14

1.18

6.92

.83

7.19

.74

7.45

.94

7.73

.76

7.98

1.10

8.15

.95

8.40

1.25

8.40

Cap'l Spending per sh

Book Value per sh

1.10

9.50

9.46 9.55 9.63 10.33 10.40 11.20 11.27 11.37 12.56 12.69 12.79 12.92 12.98 12.83 12.75 12.50 Common She 0utst'g c 12.00

17.8

.91

4.4%

26.9

1.47

3.3%

24.5

1.40

3.2%

25.7

1.36

3.1%

26.3

1.40

2.9%

31 .2

1.68

2.5%

30.3

1.61

2.8%

24.6

1.48

3.5%

21.9

1.46

3.6%

20.7

1.32

3.5%

23.9

1.50

3.1%

24.4

1.55

3.1%

26.3

1.48

2.8%

23.1

1.22

2.8%

24.5

1.24

2.6%

Avg Ann'l PIE Ratio

Relative PIE Ratio

Avg Ann'l Div'd Yield

22.5

1.40

3.2%

CAPITAL STRUCTURE as of 9/30115
Total Debt $87.3 mill. Due in 5 Yrs $30.5 mill.
LT Debt $87.3 mill. LT Interest $5.1 mill.

145% of Cap'l)
Pension Assets 12114 $30.6 mill.

Oblig. $40.9 mill.

pfd Stock None

Common Stock 12,791,600 she.
as of 11/5115
MARKET CAP: $325 million (Small Cap)

26.8

5.8

28.7

6.1

31.4

6.4

32.8

6.4

37.0

7.5

39.0

8.9

40.6

9.1

41.4

9.3

42.4

9.7

45.9

11.5

48.0

12.0

50.0

12.5

Revenues ($miII)

Net Profit ($mill)

60.0

14.0

36.7% 34.4%

7.2%

36.5%

3.8%

36.1%

10.1%

37.9°/, 38.5%

1.2%

35.3%

1.1%

37.5%

1.1%

37.6%

.8%

29.8%

1.8%

30.5%

1.0%

24.5%

1.0%

Income Tax Rate

AFUDC % to Net Profit
.. 32.5%-

1.0%
44.1%

55.9%

48.3%

51.7%

46.5%

53.5%

54.5%

45.5%

45.7%

54.3%

48.3%

51.7%

47.1%

52.9%

46.0%

54.0%

45.1%

54.9%

44.8%

55.2%

45.0%

55.0%

49.5%

52.5%

Long-Term Debt Ratio

Common Equity Ratio

48.0%

52.0%

90.3

155.3

8.4%

126.5

174.4

6.2%

125.1

191.6

6.7%

153.4

211 .4

5.7%

160.1

222.0

6.2%

176.4

228.4

6.5%

180.2

233.0

6.4%

184.8

240.3

6.4%

188.4

244.2

6.5%

189.4

253.2

7.4%

195

263

7.5%

200

270

8.0%

Total Capital ($mill)

Net Plant ($mill)
Return on Total Cap'l

220

280

8.0%

11_6%

11.6%

9.3%

9.3%

9.5%

9.5%

92%

9.2%

8.6%

8.6%

9.8%

9.8%

9.5%

9.5%

9.3%

9.3%

9.3%

9.3%

11.0%

11.0%

11.0%

11.0%

12.0%

12.0%

Recur on Shr. Equity

Return on Com Equity

12.0%

12.0%

2013 2014 9/30/15

1.1
4.3

.8
4.0

10.2
2.0

7.6
3.8

.7
3.1

15.2
1.8

1.5
4.0

.8
4.9

11.2
1.6

6.0
7.8

4.3
5.9

4.3
6.3

CURRENT POSITION
($m1LL.)

Cash Assets
Accounts Receivable
Inventory (Avg. Cost)
Other
Current Assets
Accts Payable
Debt Due
Other
Current Liab.

3.0%

74%

2.2%

77%

1.7%

82%

1.4%

85%

1.9%

78%

2.7%

72%

2.5%

73%

2.4%

74%

2.4%

74%

3.9%

64%

4.0%

65%

4.5%

63%

Retained to Com Eq

All Div'ds to Net Prof

3.5%

69%

BUSINESS: The York Water Company is the oldest investor-owned
regulated water utility in the United States. It has operated contin-
uously since 1816. As.of December 31, 2014, the company's aver-
age daily availability was 35.2 million gallons and its service terri-
tory had an estimated population of 190,000. Has more than 65,100
customers. Residential customers accounted for 63% of 2014 reve-

nues, commercial and industrial (29%), other (8%). It also provides
sewer billing services. Incorporated: PA, York had 106 full-time em-
ployees at 12/31/14. President/CEO: Jeffrey R. Hines. Of-
ficersldirectors own 1.1% of the common stock (4115 proxy). Ad-
dress: 130 East Market Street, York, Pennsylvania 17401. Tele-
phone: (717)845-3601. Internet; www.yorkvvater.com.

a n i m a t e d  l e v e l .
O v e r  t h e  l o n g  p u l l ,  w e  t h i n k Y o r k ' s
d i v i d e n d s  a n e a r n i n g s  g r o w t h r a t e s
w i l l  b e  m o d e r a t e ,  b u t b e  w e l l - d e f i n e d .
T h e  c o m p a n y  d o e s n ' t  o p e r a t e  i n  a  s e r v i c e
a r e a  t h a t  i s  e x p e r i e n c i n g  r a p i d  g r o w t h .
T h u s ,  w i t h  p o p u l a t i o n  i n c r e a s e s  p r o j e c t e d
t o  b e  m a r g i n a l  a t  b e s t ,  r e v e n u e  a n d  p r o f i t
e x p a n s i o n  s h o u l d  c o m e  f r o m  m o s t l y  u p -
g r a d i n g  a n d  r e p l a c i n g  i t s  a g i n g  w a t e r  i n -
f r a s t r u c t u r e .  S i n c e  t h e  n e e d  t o  r e p l a c e  t h e
e x i s t i n g  p i p e l i n e  i s  o b v i o u s ,  w e  d o n ' t
f o r e s e e  a n y  m a j o r  d i s p u t e s  w i t h  s t a t e  r e g -
u l a t o r s .  T h e r e f o r e ,  a n y  h a r s h  r e g u l a t o r y
r u l i n g s  w o u l d  m a k e  o u r  e a r n i n g s  e s -
t i m a t e s  t h r o u g h  2 0 1 8 - 2 0 2 0  t o o  o p t i m i s t i c .
O u r  r a n k i n g  s y s t e m  b e l i e v e s  t h e  s t o c k
o f  Y o r k  s t i l l  h a s  s o m e  g a s  l e f t  i n t h e
t a n k . D e s p i t e  t h e  e q u i t y ' s  r e c e n t  r u n ,  w e
t h i n k  Y o r k  w i l l  o u t p e r f o r m  t h e  b r o a d e r
m a r k e t  a v e r a g e s  i n  t h e  y e a r  a h e a d .
L o n g - t e r m p r o s p e c t s a r e  u n a t t r a c t i v e ,
h o w e v e r . W e  t h i n k  t h e  p r i c e  o f  t h e s e
s h a r e s  n o w  r e f l e c t s  a l m o s t  a l l  o f  t h e  u t i l i -
t y ' s  p o s i t i v e  a t t r i b u t e s .  I n d e e d ,  t h e  s t o c k  i s
a l r e a d y  t r a d i n g  w e l l  w i t h i n  o u r  p r o j e c t e d
l a t e - d e c a d e  T a r g e t  P r i c e  R a n g e .
J a m e s  A . F l o o d J a n u a r y  1 5 ,  2 0 1 6

S h a r e s o f  Y o r k  W a t e r  h a v e  b e e n  s t e l -
l a r  p e r f o r m e r s  o f  l a t e . O v e r  t h e  p a s t
t h r e e  m o n t h s ,  t h e  p r i c e  o f  t h i s  s t o c k  h a s
s u r g e d  r o u g h l y  1 3 %  i n  v a l u e  v e r s u s  t h e  r e -
t u r n s  o f  o n l y  a b o u t  2 %  p o s t e d  b y  t h e  S & P
5 0 0  I n d e x .
F o u r t h - q u a r t e r  c o m p a r i s o n s  a r e  l i k e -
l y  t o  b e  n e g a t i v e . I n  t h e  D e c e m b e r ,  2 0 1 4
p e r i o d ,  Y o r k ' s  p r o f i t s  w e r e  b o o s t e d  s i g -
n i f i c a n t l y  b y  a  l a r g e  t a x  a d j u s t m e n t .  A b -
s e n t  t h i s  f a c t o r ,  w e  e x p e c t  t h e  c o m p a n y ' s
s h a r e  n e t  t o  r e a c h  o n l y  $ 0 , 2 3 _  w e l l  s h o r t  o f
t h e  $ 0 . 2 8  p o s t e d  i n  t h e  s i m i l a r  2 0 1 4  t i m e
f r a m e .  O n  t h e  p l u s  s i d e ,  f o r  t h e  f u l l  y e a r ,
Y o r k  s h o u l d  b e  a b l e  t o  i n c r e a s e  e a r n i n g s
p e r  s h a r e  b y  4 %  a g a i n s t  a  d i f f i c u l t  c o m -
p a r i s o n .
T h e  e a r n i n g s  o u t l o o k  i s  r e l a t i v e l y
b r i g h t  f o r  t h i s y e a r .  W e  t h i n k  t h e  c o m -
p a n y  s h o u l d  c o n t i n u e  t o  b e n e f i t  t o  s o m e
d e g r e e  f r o m  h o w  t h e  I R S  v a l u e s  t a n g i b l e
p r o p e r t y .  T h e  r e s u l t i n g  l o w  t a x  r a t e ,  a l o n g
w i t h  a b o u t  2 %  l e s s  s h a r e s  o u t s t a n d i n g
( d u e  t o  a  s t o c k - r e p u r c h a s e  p r o g r a m ) ,  a n d
t h e  u t i l i t y ' s  a b i l i t y  t o  e a r n  a  r e t u r n  o n
n e w l y  s p e n t  c a p i t a l  e x p e n d i t u r e s ,  s h o u l d
e n a b l e  Y o r k ' s  s h a r e  n e t  t o  r i s e  t o  $ 1 . 0 0  a
s h a r e ,  a l m o s t  8 %  h i g h e r  t h a n  2 0 1 5 ' s  e s -

Est'd '12-'14
to '18-'20

7.0%
6.0%
6. 5%
6. 5%
3.0%

Past
5 Yrs.

3.0%
6.5%
6.0%
2.5%
4.5%

Past
10 Yrs.

4 5 %
7.0%
5.5%
4.0%
6.5%

ANNUAL RATES
of change (per sh)
Revenues
"Cash FloW'
Earnings
Dividends
Book Value

Cal-
endar

QUARTERLY REVENUES (s mill.)

Mar.31 Jun. 30 Sep. 30 Dec. 31
Full
Year

2012
2013
2014
2015
2016

11.0
10.9
12.0
12.4
13.0

10.4
10.7
11.5
12.5
13.0

10.4
10.7
11.8
11.9
12.5

9.6
10.1
10.6
11.2
11.5

41.4
42.4
45.
48.
50.

Cal-
endar

EARNINGS PER SHARE A
Mar.31 Jun. 30 Sep. 30 Dec. 31

Full
Year

2012
2013
2014
2015
2016

.22

.19

.23

.28

.28

.18

.21

.28

.23

.26

.17

.18

.22

.22

.26

.15

.17

.16

.20

.20

.72

.75

.89

.93
1.00

Cal-
endar

QUARTERLY DIVIDENDS PAID B
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2012
2013
2014
2015
2015

.134

.138

.1431

.1495

.134

.138

.1431

.1495

.134

.138

.1431

.1495

.134

.138

.1431

.1555

.53=

.552

.572

.60<

I - I I

21.0
15.3

Target  Price Range
2 0 1 8 2 0 2 0

64

48
40
32

24
zo
16

12

8
-6

Ill

I

Company's Financial Strength
Stock's Price stability
Price Growth Persistence
Earnings Predictability

(A) Diluted earnings. Next earnings report due (C) In millions, adjusted for splits.
late February.
(B) Dividends historically paid in mid-January,
April, July, and October.
©  2016 Value Line, inc. All rights reserved. Factual material is obtained from sources believed 10 be reliable and is provided without warranties 01 ant kind.
THE PUBLISHER IS NOTRESP NSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. non-commercial, internal use. 0 pan
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, service or product

ThisJ>ub!ication is stricliy lot subscriber's own, . .
or use for generating or marketing any primed or electronic publrcarmn,
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GO

AWR Analyst Estimates | American States Water Company C Stock - Yahoo! Finance Page 1 of 2.

p

Home Mail Search News Spode Finance Celebrity Weather Answers Flicker Mobile T¥V909@hoo Finance on Firefox »

Search Finance Sesrgh Web Maxi

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors

Enter Symbol

Dow 1.21% Na

Look Up Thu Feb 11, 2016, 3:50PM EST - US Markets dose Zn 10 mMs Report an Issue

AWR

AWR 0.12

F- .4

* 9. 8.9
Re5hic£isns apply

NYSE LlkaAmerican States Water Company (AWR) * wamhusm

0.04(0.10%) 3;5opM EST . Nasdaq Real Tlme Price46.20

Analyst Estimates Get Analyst Estimates for:

Current Qtr
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16

l>
Earnings Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.30

4.00

0.26

0.34

0.35

0.33

2.00

0.24

0.42

0.32

1.59

6.00

1.52

1.65

1.57

1.69

6.00

1.56

1.83

1.59

AW R 017% YORW 1.72° 1

AWR 0.27%
Revenue Est

Current Qtr
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16

American States Wa...

46.28
Avg. Estimate

No, of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

107.42M

2

102,40M

112.44M

109.88M

-2.20%

11827M

1

11B.27M

118.27M

100.93M

17.20%

463.93M

6

45093M

493.00M

465.79M

-0.40%

482.01M

6

464.00M

516.60M

463.93M

3.90%

+0.12 (0.27% )

Earnings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.26

0.35

0.09

3460%

Mar 15

0.29

0.32

0.03

10,30%

Jun 15

0.41

0.41

0.00

0.00%

Sep 15

0.56

0.56

0.00

0.00%

EPS Trends
CurTent Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.30

0.30

0.30

0.30

0.30

0.33

0.33

0.33

0.33

0.33

1.59

1.59

1.59

1.59

1.59

1,69

1.69

1.69

1.69

1.69

EPS Revisions
Current Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

0

o

0

N/A

0

0

0

N/A

0

0

0

N/A

0

0

0

N/A

Growth Est

Current Qtr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Ne)d 5 Years (per annum)

AWR

_14.30%

3.10%

1_30%

6.30%

12.86%

4.10%

Industry

50.00%

22.40%

-15.60%

-1 .50%

N/A

809%

Seder

46.70%

49.00%

22.90%

7.90%

N/A

516%

S&P 500

2.70%

13.00%

2.70%

9.30%

N/A

4.88%

http://Enance.yahoo.comMq/ae'?s=AWR+Ana1yst+Estimates 2/11/2016
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GO

`AWK Analyst Estimates | American Water Works Company, I Stock - Yahoo! Finance

s

| Look Up

Dow 1.63% Nasdaq 0.39%

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business 8\ Finance

Enter Symbol

Home Mail

AWK

Search News Sports Finance

AWK
n

Celebrity Weaker Answers

Thu Fen 11, 2016, 400FM EST U S Mgfkglg dosed

Fl3ckr

Search Finance

maamugnnmn

Personal Finance CNBC Contributors

Mobi le `lTv'lQ\s9ahoo Finance on Firefox »

Seswgh Web

Report an Issue

Page 1 of 2

Mai!

NYSE LlklAmerican Water Works Company, Inc. (AWK) * Watchlist

0 .60(0.90° /1)  4 :00pM EST

- NYSE Real Time Price

66.08

Analyst Estimates Get Analyst Estimates for:

CurTent Qtr.
Dec 15

Next Qtr
Mar 16

Current Year
Dec 15

Next Year
Dec 16

Earnings Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.55

13.00

0.53

0.51

0.52

0.46

9.00

0.41

0.50

0.44

2.63

16.00

2.60

2.65

2.47

2.82

17.00

2.75

2.87

2,63

Revenue Est
Cun'ent Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

827.48M

10

760.98M

1,248

731 38M

13,10%

742.94M

9

722.00M

802.52M

698.08M

6,40%

8.17B

14

3.148

3.22B

3.01 B

5.20%

3.348

15

3.308

3.42B

3.178

5.40%

Earnings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.51

0.52

0.01

2.00%

Mar 15

0.41

0.44

0.03

7.30%

Jun 15

0,67

0.68

0.01

1.50%

Sep 15

0.94

0,96

0.02

2.10%

EPS Trends
Current Qtr

Dec 15
Next Qtr

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.55

0.55

0.55

0.55

o 5 5

0.46

Q46

0.47

0.46

0.48

2.63

2.63

2.63

2.63

2.62

2.82

2.82

2.82

2.82

2.82

EPS Revisions
Current Qtr

Dec 15
Next Qtr

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

0

1

o

N/A

0

0

0

N/A

o

2

0

N/A

o

1

0

N/A

Growth Est

Current Qtr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

AWK

5.80%

4.50%

6.50%

7.20%

12.25%

7.72%

Industry

50.00%

22.40%

-1560%

_150%

N/A

8.09%

Sector

46.70%

49.00%

22.90%

7.90%

NIA

6.16%

S&P 500

2.70%

13.00%

2.70%

930%

N/A

4.88%

http://financeyahoo.com/q/ae?s=awk8cq1= l 2/11/2016
II
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GO

WTR Analyst Estimates | Aqua America, Inc. Common Stock Stock - Yahoo! Finance Page 1 of i

Home Mai! Search N ewe Sports Finance Celebrity Weather Answers Flicks Mobile Io\,,,, Yahoo Finance on Firefox »

Search Finance Sear91Qnq@ Mari

Finance Home My Portfolio My QuotesNews Market Data Yahoo Originals Business & Finance Personal Finance CNBC Contributors

Enter Symbol LUCK Up Thu Feb 11 2016 413pM EST U.S Markets closed Report an Issue

Dow 1.60% N
Find Out MoreYbRW Lr

.Mk
- ` 1

51963 9 ' 858
Weairf ctssma apply. WAR 356%

Llkn <39Aqua America Inc. (WTR) - NYSE * Watchlist

0.51 (1 .59%) 4:02pM EST

_ NYSEReal Time Price

31.52

Analyst Estimates Get Analyst Estimates for:

Current Qtr.
Dec 15

NEXt Qtr
Mar 16

Current Year
Dec 15

Ne>a Year
Dec 16Eamings Est

Avg, Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.29 0.28

6.00 3.00

0.29 0.27

0.29 0.28

0.28 0.27

Next Eamings Date: Feb 23, 2016 _ £1 Set a Reminder

1.27

10.00

1.26

1.28

1.20

1.34

10.00

1.31

138

1.27

Revenue Est
Current Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

199.ll9M

5

195.60M

206.37M

191 .39M

4.40%

196.51 M

3

194.60M

197.94M

190.33M

8.20%

817.73M

8

811.00M

824.20M

779.90M

4.90%

855.00M

8

842.00M

874.50M

817.73M

4.60%

Eamings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.27

0.28

0.01

3.70%

Mar 15

0.26

0.27

0.01

3.80%

Jun 15

0.32

0.32

0.00

0.00%

Sep 15

0.38

0.38

0.00

0.00%

EPS Trends
Current Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.29

0.29

0.29

0.29

0.29

0.28

0.28

0.28

0.28

0.28

1.27

1.27

1.27

1.27

1.27

1.34

1.34

1.36

1.36

1.36

EPS Revisions
Current Qtr.

Dec to
Next Qtr

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last90 Days

0

1

0

N/A

0

0

0

N/A

0

0

1

N/A

0

1

0

N/A

Growth Est

Current Qtr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

Vs/TR

3.60%

3.70%

5.80%

5.50%

12.43%

5.85%

Industry

50.00%

22.40%

» 15.60%

-1 .50%

N/A

8.09%

Sector

46.70%

49.00%

22.90%

7.90%

N/A

6. 16%

S&P 500

210%

13.00%

2.70%

9.30%

N/A

4.88%

http://fmancayahoo.com/q/ae?s=wtr&q1= 1 2/11/2016
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GO

'ARTNA Analyst Estimates | Artesian Resources Corporation Stock - Yahoo! Finance

Dow 1.60% Nasdaq 0.39%
ARTNA

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business& Finance Personal Finance CNBC Contributors

Enter Symbol I Look Up 1

Home Mail

0.45

Search News Sports Finance

ARTNA

Celebrity Weather Answers

Thu. Feb we, 2016. 4:01F'M EST US Markets dosed

Fiickr

Search Finance

Mobile Th1§o¥&hos Finance on Firefox »

Sesrgh Web

Report an Issue

Page 1 of 2

Mail

LlksArtesianResources Corp. (ARTNA). NasdaqGS * Watchlist

0.79(2.61%) 4:00pM EST
- Nasdaq Real Time price
29.51

Analyst Estimates Get Analyst Estimates for'

Current Qtr.
Dec 15

Next Q"
Mar 16

CurTen! Year
Dec 15

Next Year
Dec 15

Earnings Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.24

1.00

0.24

0.24

0.24

N/A

N/A

N/A

N/A

0.28

1,29

2.00

1.28

1.29

1.07

1 .29

2.00

1.22

1,35

1 .29

Current Qtr.
Dec 15

Next Qtr.
Mar 16

CurTent Year
Dec 15

NextYear
Dec16

18.69M

1

1869M

1B.69M

1B.08M

3.40%

NaN 77.17M

2

7696M

77.38M

72.46M

6.50%

Revenue Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

NaN

NaN

NaN

NIA

79.44M

2

77.70M

81 .19M

77.17M

2.90%

Earnings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.21

0.24

0.03

14.30%

Mar 15

0.30

0.28

-0.02

-870%

Jun 15

0.29

0.36

0.07

24.10%

Sep 15

0.35

0.41

0.06

17.10%

EPS Trends
Current Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.24

024

0.24

0,24

024

N/A

N/A

N/A

N/A

N/A

1.29

1.29

1.29

1.29

1.29

1.29

1.29

1.29

1.29

1.29

EPS Revisions
CurrentQtr.

Dec15
Next Qtr.

Mar16
Current Year

Dec 15
Next Year

Dec 15

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

o

o

0

N/A

N/A

N/A

N/A

N/A

0

0

0

N/A

0

0

0

NIA

Growth Est

Current Qtr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

ARTNA

0.00%

N/A

20.60%

0.00%

7 .43%

4.00%

Industry

50.00%

22.40%

_ 15.60%

-150%

N/A

8.09%

S€do(

46.70%

49.00%

22.90%

790%

NIA

6.16%

S&P 500

2.70%

13.00%

2.70%

9.30%

N/A

4.88%

http://Hnanceyahoo.com/q/ae?s=artna&q1= 1 2/11/2016
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GO

Fxsrxsx INVESTMENTS

CWT Analyst Estimates | California Water Service Group Stock - Yahoo! Finance Page 1 of Z

Home Mail Search News Sports Finance Celebrity Weather Answers Flicker Mobile I*/wYahoo Finance on Firefox »

Search Finance Sear$\gnw man

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business8 Finance Personal Finance CNBC Contributors

Enter Symbol

Dow 1.60% N

Lock UP Thu. Feb to 2016. 417pM EST - U S Markets closed Report an Issue

fade' CWT sos:
Qualify for $200
& 50 Free Trades

H :

E) Amerltrade o
R¢striciions Apply

NYSECalifornia Water Service Group (CWT)

0.05(0.20%) 4:02pM EST24.88

Analyst Estimates Get Analyst Estimates for:

Cun'ent Qtr.
Dec 15

Current Year
Dec 15

Next Year
Dec 16Earnings Est

Avg, Estimate

No, of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.21

4.00

0.17

0.24

0.24

Next Eamings Dale: Feb 24, 2016 .

Next Qtr.
Mar 16

0.07

1.00

0.07

0.07

0.03

£1 Set a Reminder

1.00

5.00

0.93

1.15

1.19

1.23

5.00

1.10

1.30

1.00

Current Qtr
Dec 15

Next Qtr
Mar 16

Current Year
Dec 15

Next Year
Dec 15

I!Revenue Est

Avg Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

130.96M

2

130.52M

131 .40M

137.38M

-4.70%

126.B6M

1

126.B6M

126.86M

121 .98M

4.00%

590.92M

3

580.46M

611 .00M

597.50M

-t .10%

619.90M

3

604.59M

640.00M

590.92M

4.90%

Want to retire
comfortably?

Eamings History

EPS Est

EPS Actua\

Difference

Surprise %

Dec 14

0.17

0.24

0.07

41.20%

Mar 15

0.01

0.03

0.02

200.00%

Jun 15

0.34

0.21

-0.13

-38.20%

Sep 15

0.67

0.52

-0.15

_22.40%

If you have a
$500,000 portfolio,
download the
guide by Forbes
columnist and
money manager
Ken Fisher's Wm.
It's called The
Definitive Guide
ro Retirement
income.

I

CurrentQtr
Dec15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16EPS Trends

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.21

0.21

0.22

0.22

0.22

0.07

0.07

0.07

0.07

0.07

1.00

1.00

1.01

1.01

1.01

1.23

1.23

1.23

1.23

1.23

Click Here lo Download
Your Guide!

Current Qtr
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16EPS Revisions

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

0

0

O

N/A

0

0

0

N/A

0

O

0

N/A

0

O

0

NlA

Growth Est

Current Qtr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

C\NT

-12.50%

133.30%

-16.00%

28.00%

14.03%

5.00%

Industry

50.00%

22.40%

-15.60%

-1 .50%

N/A

8.09%

Sector

46.70%

49.00%

22.90%

790%

N/A

6. 16%

S&P 500

2.70%

13.00%

2.70%

9.30%

N/A

4.88%

http1//financeyahoo.com/q/ae?s=cvvt&q1= 1 2/11/2016
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GO

*=CTWS Analyst Estimates I Connecticut Water Service, Inc. Stock - Yahoo! Finance

1

Dow 1.60% Nasdaq 0.39%
B€EiMASe y@Q3an

Finance Home My Portfolio My Quotes News Market Data Yahoo Originals Business 81 Finance

Enter Symbol

Home Mail

Look Up

Search News Sports Finance

CTWS 6.54%

Celebrity Weather Answers

Thu. Feb 11, 2016, 4:02PM EST - U S Markets dosed

Flicker

Search Finance

Persona\ Finance CNBC Contributors

Mobile `HwJ¥83hoo Finance cm Firefox»

search Web

Report an Issue

Page 1 of 2

Mail

LlkaConnecticut Water Service Inc. (CTWS) NasdaqGS * Watchlist

0.25(0.59%) 4;00pm EST
_ Nasdaq RealTime Price
42.07

Analyst Estimates Get Analyst Estimates for'

Current Qtr
Dec 15

Next Qtr,
Mar 16

Current Year
Dec 15

Next Year
Dec 16

Earnings Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.22

3.00

0.22

0.22

0.22

N/A

N/A

N/A

N/A

0.28

205

3_00

2.05

2.06

1.92

2.08

3.00

2.04

2.15

2.05

Revenue Est
Current Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

22.44M

2

21 .47M

23,40M

20.75M

8.20%

NaNAvg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

NaN

NaN

NaN

NIA

97.49M

3

96.5l/M

98.50M

94.02M

3.70%

102.68M

3

100.85M

104.10M

97.49M

5.30%

Earnings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.21

0.22

0.01

4.80%

Mar 15

033

0.28

-0.05

-15.20%

Jun 15

0.69

0.77

0.08

11 .to%

Sep 15

0.80

0.79

-0.01

-130%

EPS Trends
Current Qtr.

Dec 15
Next Qtr

Mar 16
CurreM Year

Dec 15
Next Year

Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.22

0.22

0.22

0.22

0.23

N/A

N/A

N/A

N/A

N/A

2,05

2.05

2.05

2.05

2.07

2.08

2.08

2.08

2.08

2.05

EPS Revisions
Current Qtr.

Dec 15
Next Qtr,

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Last 90 Days

0

0

0

N/A

N/A

N/A

N/A

N/A

0

0

0

N/A

O

O

O

NIA

Growth Est

Cu1Ten1 Qtr.

Nexl Qtr.

This Year

Nein Year

Past 5 Years (per annum)

Next 5 Years (per annum)

CTWS

000%

N/A

6.80%

1.50%

11.73%

5.00%

Industry

50.00%

22.40%

. 15.60%

-150%

NIA

8.09%

Sector

46.70%

49.00%

22.90%

7.90%

N/A

6. 16%

S&P 500

2.70%

13O0%

2.70%

930%

N/A

4.88%

http://financeyahoo.com/q/ae'?s=ctws8<:ql= l 2/11/2016
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LlklMiddlesex Water Co. (MSEX) NasdaqGS * Watchlist

0.05(0.18%) 4;o0pM EST
- Nasdaq Real Time Price
28.42

Analyst Estimates Ge! Analyst Estimates for:

Current Qtr.
Dec 14

Next Qtr.
Mar 15

Current Year
Dec 14

Next Year
Dec 15Earnings Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

N/A

NIA

N/A

N/A

0.19

NIA

N/A

N/A

N/A

0.20

N/A

N/A

N/A

NIA

N/A

1.20

1,00

1.20

1.20

N/A

Revenue Est
Current Qtr.

Dec 14
Next Qtr.

Mar 15
Current Year

Dec 14
Next Year

Dec 15

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

NaN

1

29.62M

29.62M

27.42M

N/A

NaN

1

29.62M

29.62M

27.17M

N/A

NaN

1

117,87M

117.87M

114.85M

N/A

122.25M

1

122.25M

122.25M

NaN

N/A

Earnings History

EPS Est

EPS Aclual

Difference

Surprise %

Dec 13

0.15

0.19

0.04

26.70%

Mar 14

0.16

0.20

0.04

25.00%

Jun 14

0.29

0.29

0,00

0.00%

Sep 14

0.39

0.42

0.03

7.70%

EPS Trends
Current Qtr.

Dec 14
Next Qtr.

Mar to
Current Year

Dec 14
Next Year

Dec 15

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

N/A

0.28

0.28

0.28

0.28

N/A

0 2 6

0.26

0.26

0.26

N/A

1.09

1.09

1.09

1.09

1.20

1.20

1.20

1.20

1.20

EPS Revisions
Current Qtr.

Dec 14
Next Qtr.

Mar 15
Current Year

Dec 14
Next Year

Dec 15

Up Last 7 Days

Up Last 30 Days

Down Las! 30 Days

Down Last 90 Days

0

0

0

N/A

0

0

0

N/A

0

0

0

N/A

0

0

0

NIA

Growth Est

Current Qtr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

MSEX

N/A

N/A

N/A

NIA

9.57%

2.70%

Industry

50.00%

22.40%

-15.60%

~150%

N/A

8.09%

Seder

46.70%

49.00%

22.90%

7.90%

N/A

6. 16%

S&P 500

2.70%

13.00%

2.70%

9.30%

N/A

4.88%

http://inanceyahoo.com/q/ae'?s=msex&q1= 1 2/11/2016
I  H
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NYSE LlklSJW Corp. (SJW) * Watchlist

0.03(0.09%) 4:02pM EST33.01

Analyst Estimates Get Analyst Estimates for:

Eamings Est

Avg. Estimate

No of Analysts

Low Estimate

High Estimate

Year Ago EPS

Current Qtr.
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16

0.29 0.16

1,00 1.00

0.29 0.16

0.29 0.15

0.28 0.23

Next Eamings Date; Feb 18, 2016 _ Set a Reminder

1.43

2.00

1.35

1 .50

2_54

1.54

2.00

1.43

1.65

1.43

Revenue Est Current Qtr
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16

Avg, Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

73.70M

1

73.70M

73.70M

69.29M

6.40%

64.95M

1

64.95M

64.95M

62.11 M

4.60%

291 .08M

2

291 .00M

291 .17M

319.67M

-8.90%

306.13M

2

303.26M

309.00M

291 .08M

5.20%

Earnings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.26

0.28

0.02

7.70%

Mar 15

0.06

0.23

0.17

283.30%

Jun 15

0.42

0.36

~0.06

-14.30%

Sep 15

0.57

0.46

~O.11

-19.30%

EPS Trends Current Qtr.
Dec 15

N€X\ Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.29

0.29

0.29

0.29

0.29

0.16

0.16

0.16

0.16

0.16

1.43

1.43

1.43

1.43

1.43

1 .54

1.54

1 .54

1.54

1.54

EPS Revisions Current Qtr.
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16

Up Last 7 Days

Up Last 30 Days

Down Last 30 Days

Down Las! 90 Days

0

0

0

N/A

o

0

0

N/A

0

0

0

N/A

0

o

0

N/A

Growth Es!

Current Qtr.

Nex{ Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

SJW

3.60%

-30.40%

-43.70%

7.70%

9.49%

14 . 00%

Industry

50.00%

22.40%

-15.60%

-1 .50%

N/A

8.09%

Sector

46.70%

49.00%

22.90%

7.90%

N/A

6. 16%

S&P 500

2.70%

13.00%

2.70%

9.30%

N/A

4.88%

http://financayahoo.com/q/ae?s=sj w&q1= 1

I
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LlkaThe York Water Company (YORW) - NasdaqGS * Watchlist

0 .34(1  .24%)  4 ;00pM EST

- Nasdaq Real Time Price

27.73

Analyst Estimates Get Analyst Estimates for:

Current Qtr.
Dec 15

Next Qtr.
Mar 16

Current Year
Dec 15

Next Year
Dec 16Eamings Est

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago EPS

0.23

2,00

0.20

0.26

0.28

N/A

N/A

N/A

N/A

0.20

0.93

2.00

0.90

0.95

0.89

0.99

2.00

098

1 .00

0.93

'u SJW 0.30% MSEX 0.0'

1 .53%
York Water Co
YORW

Revenue Est
Cun'ent Qtr

Dec 15
Next Qtr.

Mar to
Current Year

Dec 15
Next Year

Dec 16

NaN
27,81

Avg. Estimate

No. of Analysts

Low Estimate

High Estimate

Year Ago Sales

Sales Growth (year/est)

11.71M

2

11.60M

11_81M

11.50M

1.80%

NaN

NaN

NaN

N/A

47.19M

2

4'/.10M

47.28M

45.90M

2.80%

48.86M

2

48.80M

48.91M

47.19M

3.50%

+0.42 (1 .53% )

Earnings History

EPS Est

EPS Actual

Difference

Surprise %

Dec 14

0.23

0.28

0.05

21 .70%

Mar 15

0.23

0.20

-0.03

-13.00%

Jun 15

0.25

0.22

-ons

-12 00%

Sep 15

0.26

0.28

0.02

7.70%

EPS Trends
Current Qtr.

Dec 15
Next Qtr.

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Current Estimate

7 Days Ago

30 Days Ago

60 Days Ago

90 Days Ago

0.23

0.23

0.23

0.23

0.20

NIA

N/A

N/A

N/A

N/A

0.93

0.93

0.93

0.93

0.93

0.99

0.99

0.99

0.99

0.99

EPS Revisions
Current Qtr.

Dec 15
Next QU

Mar 16
Current Year

Dec 15
Next Year

Dec 16

Up Last 7 Days

Up Last 30 Days

Down Last30 Days

Down Last90 Days

0

0

0

N/A

N/A

NIA

N/A

N/A

0

0

0

N/A

0

0

0

N/A

Growth Est

Current Orr.

Next Qtr.

This Year

Next Year

Past 5 Years (per annum)

Next 5 Years (per annum)

YORW

-17.90%

N/A

4.50%

6.50%

6.74%

490%

Industry

5000%

22.40%

-15.60%

-1.50%

N/A

B09%

Seder

46.70%

49.00%

22.90%

7,90%

NlA

6.16%

S&P 500

2.70%

13.00%

2.70%

9.30%

N/A

4.88%

http://financeyahoo.com/q/ae?s=yo1w&ql= 1 2/11/2016
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ARIZONA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

FIFTH SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. w-0144sA-15-0277
February 8, 2016

Company Response Number' RUCO 5.07

Q, E_q_uity Infusion - Please provide (a) the date the above $10,222,000 equity infusion
was made, (b) detail as to the capital projects to be funded by the equity proceeds,
and (c) an indication as to why AWC elected to fund those capital projects with
equity capital as opposed to debt capital.

a) October 29, 2010.

b) Paid-in capital is a component of total capitalization and as such, finances utility plant
in service.

c) Arizona Water Company's stockholders made a cash equity infusion for the purpose
of improving Arizona Water Company's equity ratio.

Response provided by:
Title :
Address:

Joseph D. Harris
Vice President and Treasurer
3805 N. Black Canyon Highway
Phoenix, AZ 85015

loft

A.

Ill



ARIZONA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

THIRD SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. W-01445A-15-0277

December 28, 2015

Company Response Number: RUCO 3.03

5) In regard to question 4 above, to the extent the Company considered issuing, but
elected not to issue, new lower cost debt, provide a detailed explanation as to all
reasons why the Company elected not to avail itself of the opportunity to reduce
its weighted average cost of debt; and

6) In regard to question 4 above, to the extent the Company did not consider the
issuance of new lower cost debt, acknowledge that pursuant to the regulatory
compact regulators typically set rates at a level which requires ratepayers to
compensate the Company for its embedded cost of debt.

1) Arizona Water Company uses a combination of long-term debt, short-terrn debt,
internally-generated funds (Le. equity), and outside funds (e.g. grants, hook-up fees,
advances and contributions) to fund capital projects. The choice of funds depends on
a number of factors including the type of project and its timing, capital requirements,
availability, terms, capital structure and financial/economic conditions. Arizona
Water Company has issued traditional public utility-styie bonds (i.e. long-term, non-
sinking fund) because doing so is consistent with the permanent nature of the capital
deployed in financing long-iived assets and provides cash flow to fund ongoing
necessary system improvements and replacements, thereby maintaining a balanced
capital structure without unnecessarily increasing customers' rates.
Arizona Water Company does not consider bonds with a sinking fund requirement to
be a suitable option given the capital intensity of the water utility industry. Retiring
debt through annual sinldng fund payments significantly reduces the amount of cash
flow available and can impair the utility's ability to make ongoing necessary system
improvements and replacements. It is for this reason that public utilities have
traditionally issued debt without sinking fund requirements.

3) Shortly after the issuance of the Company's Series M Bonds in August of 2008, the
market for corporate bonds collapsed (i.e. bond investors began avoiding risky
corporate bonds in favor of U.S. Treasury securities), resulting in dramatically higher
borrowing costs for companies. While interest rates subsequently declined, so did
Arizona Water Company's financial condition. Consequently, after Arizona Water
Company filed an application with the Commission for financing approval on
December 19, 2008 (Docket 08-0607), Staff concluded that Arizona Water
Company's pro forma equity ratio was so poor that Staff could no longer assume that
Arizona Water Company could refinance the debt, and recommended denial of over
50% of Arizona Water Company's financing request.

2)

Response provided by:
Title:
Address:

Joel M. Raker

Vice President - Rates and Revenues
3805 N. Black Canyon Highway
Phoenix, AZ 85015

A.

2 of3



Q

ARIZONA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

THIRD SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. w_01445A.15-0277

December 28, 2015

Company Response Number: RUCO 3.03

Q- Long-Term Debt - Pursuant to the Company's response to RUCO Data Request
2.05, information was provided for Arizona Water Company's long-term debt. A
review of the Supplemental Indentures provided for the Company's Series K, Series
L and Series M long~term debt indicates the following:

2)

b)

c)

d)
0)

f)
g)

The Series K Bonds (S15,000,000) were issued April 1, 2001, at an interest rte
of 8.04° />;
The Series L Bonds (S25,000,000) were issued August 1, 2006, at an interest
rate of 6.30%;
The Series M Bonds (S35,000,000) were issued August 1, 2008, at an interest
rate of 6.67% ;
The underlying debt for each Bond Series has a 30-year maturity;
The underlying debt for each Bond Series is non-amortizing, as the aggregate
principal balance of the debt in each Bond Series is due and payable upon
maturity;
Each Bond Series requires that interest be paid semi-annually; and
Contingent upon Article 2.04 of the Indenture, no portion of the debt in each
Bond Series may be redeemed prior to 20 years of the 30-year Bond Series
term having elapsed (excepting the sale or transfer of  the assets to a
municipality pursuant to a condemnation proceeding).

In light of the above, please respond to the following:

1) When malting capital budgeting decisions as to the nature and type of debt to be
used. to fund the Company's util ity plant, explain why the Company has
historically relied upon the issuance of  long-term, 30» year maturity non-
amortizing debt;

2) To what extent, if any, has the Company considered issuing amortizing debt,
rather than non-amortizing debt;

3) Acknowledge that subsequent to the issuance of the Company's 6.30% Series M
Bonds in August of 2008, the market cost of debt fell appreciably, thanks in part
to the accommodative monetary policy enacted by the Federal Reserve;

4) Subsequent to the issuance of its Series M Bonds, indicate to what extent, if any,
the Company considered issuing additional new debt in order to avail itself of
the opportunity to reduce its current 6.82% weighted average cost of debt;

Response provided by:
Title :
Address:

Joel M. Reiter
Vice President .- Rates and Revenues
3805 N. Black Canyon Highway
Phoenix, AZ 85015

loft



Q

ARIZONA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

THIRD SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET no. w-01445A-15~0277

December 28, 2015

Company Response Number: RUCO 3.03

4)
5)

6)

See response to part 3 above.
In response to Arizona Water Company's worsening financial condition and
economic conditions in the Tina] weeks of 2008, Arizona Water Company's Board of
Directors cut the 2009 capital budget from $19 million to SO million, thereby
eliminating the need for additional debt financing.
Arizona Water Company cannot acknowledge that regulators "typically set rates at a
level which requires ratepayers to compensate the Company for its embedded cost of
debt" because Arizona Water Company has not conducted, nor is it aware 0> any
such study. However, Arizona Water Company can acknowledge that under the
regulatory compact, a regulated public utility is entitled to fair and reasonable
compensation equal to the prudently incurred cost of providing service.

Response provided by:
Title:
Address:

Joel M. Raker

Vice President - Rates and Revenues
3805 N. Black Canyon Highway
Phoenix, AZ 85015

3 of3



ARIZONA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

SECOND SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. W-01445A-15-0277

November 30, 2015

Company ResponseNumber: RUCK 2.08

Q- PRPMTM Program and Data Inputs - Ms. Ahem recently testified as to cost of
capital on behalf of EPCOR Water Arizona in a rate proceeding before the Arizona
Corporation Commission (Docket No. WS-01303A-14-0010). In Decision No. 75268,
dated September 8, 2015 (p. 41, lines 22-24), the Commission expressed concerns
regarding the lack of access by other parties to Ms. A fern's proprietary PRPMTM
model and the data used therein, stating "[a]ccess to the model is critical for
multiple reasons, ranging from the possibility of data input errors, to formula
miscalculations, to manipulation of data." In light of the above, please provide
RUC() with (i) the actual PRPMTM proprietary program utilized by Ms. A fern in
her PRPMTM cost of equity estimation analysis, and (ii) all data inputs employed by
Ms. A fern in the computation of the following PRPMTM derived cost of equity
metrics:

a)

b)

c)

The predicted equity risk premiums for each of her eight sample companies,
as presented in column [5] of Exhibit PMA-7 (Page 2 of 11),
The 6.34% Ibbotson equity risk premium based on PRPMTM, as presented on
line 2 of Exhibit PMA-7 (Page 8 of 11) Exhibit PMA-7 (Page 2 of 11), and
The 4.47% forecasted equity risk premium based on PRPMTM, as presented
on line 4 of Exhibit PMA-7 (Page 11 of 11).

To the extent mathematical operations have been performed on the data to obtain
the above referenced PRPM derived cost of equity metrics, provide an electronic
version of the files showing Ms. A fern's calculations, in Excel format with formulas
intact.

(i) Due to copyright laws, Ms. Ahem cannot provide RUCO with EViews®, the
software used to derive the predicted risk premiums through the GARCH
methodology. However, as discussed in response to discovery in Docket No.
WS-01303A-14-0010, she can make herself, her staff, and EViews® available to
RUCO in person or via webinar to replicate the derivation of the predicted risk
premiums referenced in her testimony.

(ii) Please refer to Ms. Ahem's response to RUCO 2.01 Cost of Capital Work Papers.

Response provided by:
Title :
Address :

Pauline A fern
Partner, Sussex Economic Advisors, LLC
1900 West Park Road, Suite 250
Westborough, MA 01581

A.

loft
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Arizona Water Company
Test Year Ending December 31, 2014
Docket No. W-01445A-15-0277

SCHEDULE JAC . 1
Page 1 of 1

WEIGHTED AVERAGE COST OF CAPITAL

Line
No

Capitalization
Per Company

RUCO
Adiustments

RUCO Adjusted
Capitalization

Capital
Ratio Qost

5.43%

Weighed
CostDescription

Long Term Debt $ 75,000,000 $ $ 75,000,000 46.31% 2.51 %

$ 86,959,196 $ $ 86,959,196 53.69% 8.95% 4.80%

1

2

3 Common Equity

4

5 TOTAL CAPITALIZATION

6

7

8

9

10

11

12

13

14

15

16

$161,959,196 $ $161,959,196 100.00% 7.32%

_  _  -
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Arizona Water Company
Test Year Ending December 31, 2014
Docket No. W-01445A-15-0277

SCHEDULE JAC l 2
Page 1 of 1

most of Capital -- Common Equity

Line

Ag

Discounted Cash Flow Model ("DCF") Schedule JAC - 3 8.63%

Capital Asset Pricing Model ("CAPM") Schedule JAC - 4 7.79%

Comparable Earnings Model ("CE") Schedule JAC - 5 10.42%

1

2

3

4

5

6

7

8

g

10

11

12

13

14

15

16

Cost of Common Equity
8.95%
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Arizona Water Company
Test Year Ending December 31, 2014
Docket No. W-01445A-15-0271

Schedule JAC . 3
Page 1 of 4

PROXY GROUP __ DCF ANALYSIS

(B) (c ) (D) (E) ( F ) (G) (1)

Line
No Proxy Group Companies

(A)
Current

Dividend
Yield

I o,1 pa.

Hls toric
Retention

Growth

Protected
Retention

Growth_

Five Year
Historic

Growth Rate

Pl'Oi¢C12d
Per Share

G;ow!h_R ates

Projected
EPS

Qrovnh
Average

Ggogvth

(H)
Expected
Dividend

Yield

r D. l p,. ,
DCF

Rates

2.1%

2.3%

2.4%

3.3%

2.9%

2.8%

3.0%

2.6%

2.5%

6.0%

3,8%

5.1%

1.5%

3.2%

2.9%

2.0%

4.1%

2.8%

5.8%

4.3%

5.7%

9 . 7 % 5.5%

7.0%

7.5%

3.3%

4.7%

3.8%

3.3%

4.0%

8.8%

3.2%

3.7%

6.8%

3.0%

5*7%

4.3%

6.0%

4.3%

3.7%

4.5%

5.3%

4. 1 %

7.72%

5.85%

4.0%

5.0%

5.0%

2.7%

14.0%

4.9%

6.2%

5.7%

6.6%

2.9%

4.2%

4.7%

3.0%

6.3%

4.3%

2.2%

2.3%

2.5%

3.3%

3.0%

2.8%

3.0%

2.7%

2.6%

8.4%

8.0%

9.1%

6.2%

7.2%

7.6%

6.1%

9.0%

6.9%

2.65% 3.49% 4.38% 5.65% 5.48% 5.92% 4.89% 211% 7.61%

2.59% 3.24% 4_17% 5.00% 5.42% 5.00% 4.74% 2.67% 7.58%

1 American States Water Co.

2 American Water Works Co., Inc

3 Aqua America, Inc.

4 Artesian Rtesources Corp.

5 California Water Service Group

6 Connecticut Water Service, inc.

7 Middlesex Water

8 SJW Corporation

9 York Water Company

10

11

12

13 Mean

14

15

16 Median

17

18

19 Composite-Mean

20

21

22

6.21% 7.09% 8.36% 8.19% 8.G3% .I 7.61%

Composite-Median

23
24
25
26 References:
27 Column (A) . Schedule JAC - 3, page 3 of 4
28 Column (B) - Schedule JAC - 3, page 4 of 4
29 Column (C) - Schedule JAC . 3, page 4 of 4
30 Column (D) and Column (E) - Schedule JAC - 3, page 2 of 4
31 Column (F) See Yahoo Finance. Growth Estimates . New 5 Years . Attachment 7
32 Column (G) - Average Columns (B) through (F)
33 Column (H) - Column (A) ' [1 + Column (G)]
34 Column (l) - Column (G) + Column (H)
35

5.91% 6.84% 7.67% 8.09%

l

7.67% 7.41%
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Schedule JAC - 3
Page 2 of 4

PROXY GR_oup .- PER SHARE GROWTH RATES

Proxy Group companies
_5-Year Historic growth Rates

EPS DPS pops Average
Est'd '12-'14 to '18-'20 Growth Rates

EPS DPS §vps Average

14.0% 8.5% 6.5% 9.7% 6.0%

7.0%

7.5%

7.5%

8.5%

9.5%

3.0%

5.5%

5.5%

5.5%

7.0%

7.5%

Line
NO
1

2 American States Water Co.

3 American Water Works Co., Inc

4 Aqua America, Inc.

5 Artesian Rtesources Corp.

6 California Water Service Group

7 Connecticut Water Service, Inc.

8 Middlesex Water

9 SJW Corporation

10 York W ater Company

13.0%

3.0%

4.0%

9.0%

4.5%

10.5%

6.0%

7.0%

3.5%

2.0%

2.0%

1.5%

3.0%

2.5%

6.5%

3.0%

5.0%

9.5%

3.0%

3.5%

4.5%

8.8%

3.2%

3.7%

6.8%

3.0%

5.7%

4.3%

6.5%

4.5%

5.0%

1.5%

6.5%

7.0%

5.0%

3.0%

6.0%

6.5%

4.5%

3.5%

3.0%

6.0%

3.0%

6.0%

4.3%

3.7%

4.5%

5.3%

5.6% 5.5%

g
10
11

12

13

14

15

16

17

Reference :
Value Line Investment Survey - January 15, 2016 _ Attachment 1

-llllll I
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PROXY GROUP nn- DIVIDEND YIELD

(A) (E)
Line
No Proxy Group Companies DPS

(B) (C) (D)
July - September, 2014

High Low Average Yield

$0.90

$1 .36

$0.71

$0.89

$0.67

$1 .07

$0.60

$0.78

$0.62

$45.47 $39.16 $42.32

$65.04 $55.13 $60.09

$31 .53 $28.05 $29.79

$30.34 $23.80 $27.07

$25.14 $21 .01 $23.08

$43.12 $34.15 $38.64

$29.01 $24.01 $26.51

$32.63 $27.60 $30.12

$26.67 $22.18 $24.43

2.1%

2.3%

2.4%

3.3%

2.9%

2.8%

3.0%

2.6%

2.5%

1 American States Water Co.

2 American Water Works Co., Inc

3 Aqua America, Inc.

4 Artesian Rtesources Corp.

5 California Water Service Group

6 Connecticut Water Service, Inc.

7 Middlesex Water

8 SJW Corporation

9 York Water Company

10

11

12

13

14

15

16

17 References:

18 Column (A) - Value Line investment Survey January 15, 2016 - Fourth Quarter Dividends Annualized

19 Columns (B), (C), and (D) - Yahoo Finance

20

Average 2.65%
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PROXY GROUP -_ GROWTH RATES - RETAINED TO COMMON EQUITY

Line
No Proxy Group Companies

(A)
2010

(B)
2011

(C)
2012

(D)
2013

(E)
2014 Average 2015 2016 2018-'20 Average

5.8%
2.8%
3.7%
2.0%
3.0%
1.6%
2.1 %
1.2%
2.7%

5.3%
3.5%
4.6%
0.5%
2.3%
1.4%
1.0%
3.1 %
2.5%

6.6%
3.6%
4.3%
2.5%
3.4%
2.8%
1.4%
3.3%
2.4%

6.8%
4.7%
6.7%
0.9%
3.4%
3.8%
2.4%
2.8%
2.4%

6.0%
3.8%
5.1 %
1 .5%
3.2%
2.9%
2.0%
4.1 %
2.8%

5.5%
4.5%
5.5%

5.5%
4.5%
6.0%

6.5%
4.0%
5.5%

5.8%
4.3%
5.7%

5.7%
4.3%
6.1 %
1 .6%
4.1 %
4.8%
3.1 %

10.2%
3.9%

2.5%
5.0%
4.0%
3.0%
4.0%

4.0%
5.0%
4.0%
4.0%
4.5%

3.5%
4.0%
3.5%
3.0%
3.5%

3.3%
4.7%
3.8%
3.3%
4.0%

1 American States Water Co.
2 American Water Works Co.. Inc
3 Aqua America, Inc.
4 Artesian Rtesources Corp.
5 California Water Service Group
6 Connecticut Water Service, Inc.
7 Middlesex Water
8 SJW Corporation
9 York Water Company
10
11
12 Average

13
14
15 Source: Value Line Investment Survey January 15, 2016
16
17
18
19
20

3.5% 4.4%

Il l l l l
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CAPITAL ASSET PRICING MODEL _ HISTORICAL MARKET RISK PREMIUM

Line
No

[A]
Risk Free

Rate

[B] [Cl
Risk

Premium

[D ]
CAPM

Rates

[E]
CAPM Cost of

Equity Capital
Proxy Group Companies

American States Water Co.

American Water Works Co., Inc

Aqua America, Inc.

Artesian Resources Corp.

California Water Service Group

Connecticut Water Service, Inc.

Middlesex Water

SJW Corporation

York Water Company

2.95%

2.95%

2.95%

2.95%

2.95%

2.95%

2.95%

2.95%

2.95%

BETA

0.70 X

0.70 X

0.75 X

0.55 X

0.75 X

0.65 X

0.70 X

0.75 X

0.75 X

6.91%

6.91%

6.91%

6.91%

6.91 %

6.91%

6.91%

6.91%

6.91%

4.84%

4.84%

5.18%

3.80%

5. 18%

4.49%

4.84%

5. 18%

s. 18%

7.79%

7.79%

8. 13%

6.75%

8. 13%

7.44%

7.79%

8. 13%

8.13%

Average
7.79%

20 year Treasury Bonds

November, 2015

30 year Treasury Bonds

December, 2015

January, 2016

Average

2.69%

2.61 %

2.4s%.
2.59%

3.03%

2.97%

2.86%

2.95%

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

RUCO Risk-Free Rate 2.95%

Column [A]:

Column [B]:

Column [C];

Column [D]:

Column [E]:

REFERENCES

Federal Reserve Selected Interest Rates H.15 - Attachment 2

Value Line Investment Survey - January 15, 2016 _ Attachment 1

JAC - 4, Page 2 of 2

[B] * [C]

[A] + [D]
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STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

[A] [B] [C]
Line
No. Year EPS BVPS ROE

[D]
20-YEAR
T-BOND

[E ]
RISK

PREMIUM
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

38

39
40

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013

2014

2015
Average

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$16.29
$18.86
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.70
$27.59
$48.78
$58.55
$69.93
$81 .51
$66.18
$14.88
$50.97
$77.35
$86.95
$86.51
$100.20

$102.31

$84.79

$79.07
$85.35
$94.27
$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.07
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$216.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59
$451 .37
$513.58
$579.14
$613.14
$666.97
$715.84

$726.96

$744.68

15.00%
16.55%
15.06%
14.50%
11 .39%
12.23%
13.90%
11 .80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.22%
13.24%
16.37%
15.58%
17.08%
16.33%
14.62%
17.29%
15.22%
7.44%
8.36%

14.15%
14.98%
16.12%
17.03%
12.80%
3.03%

10.55%
14.15%
14.59%
13.52%
14.49%
14.18%
11.52%_
13.69%

7.90%
8.86%
9.97%
11.55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81%
8.19%
8.22%
7.29%
7.17%
6.59%
7.60%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%
4.86%
4.45%
3.47%
4.25%
3.81%
2.40%
2.86%

3.12%

2.55%
6.78%

7.10%
7.69%
5.09%
2.95%
-2.11%
1 .85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
4.93%
6.07%
9.78%
8.98%
10.90%
9.69%
8.79%
11.72%
9.72%
1.91%
2.77%
9.35%
9.96%
11.43%
12.35%
7.94%
-1 .42%
7.09%
9.91%
10.78%
11.12%
11.63%

11.06%

8.98%
6.91%

Diluted earnings per share on the S8<P 500 Composite Index.
Book value per share on the S&P 500 Composite Index.
Average of current- and prior year [B] / current year [A].
Annual income returns on 20-year U.S. Treasury bonds.

[C] - [D]
Sources for [A] and [B]: Standard & Poor's 2015 Analysts' Handbook and
https://vcharts.com/indicators/reports/sp SOO earnings
Source for [D]: Morningstar 2015 Classic Yearbook (Table A-7) and
U.S. Department of the Treasury
https://www.treasurv.gov/pages/default.aspx

Note: Data for 2015 reflects EPS and BVPS as of the end of QS.

[A];
lB]:
[C]:
1D1:
[E]:

EPS is annualized over four quarters.
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Docket No. W-01445A-15-0277
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ECONOMIC INDICATORS

Line

NO Year

Real GDP

Growth

Industrial

Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

1975
1976
1977

1978
1979

1980
1981
1982

1983
1984
1985
1986

1987
1988
1989
1990
1991
1992
1993
1994

1995
1996
1997

1998
1999
2000
2001
2002

2003
2004

2005
2006
2007

2008
2009
2010
2011
2012
2013
2014
2015

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%
4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1 .8%
-0.5%
3.0%
2.1%
4.0%
3.7%
4.5%
4.5%
4.2%
3.7%
4.1 %
1.1%
1.8%
2.8%
3.8%
3.3%
2.7%
1.8%
-0.3%
-2.8%
2.5%
1 .8%
2.3%
2.2%
2.4%

-8.9%
10.8%
5.9%
5.7%
4.4%
-1.9%
1.9%
-4.4%
3.7%
9.3%
1 .7%
0.9%
4.9%
4.5%
1.8%
-0.2%
-2.0%
3.1%
3.4%
5.5%
4.8%
4.3%
7.3%
5.8%
4.5%
4.0%
-3.4%
0.2%
1 .2%
2.3%
3.2%
2.2%
2.5%
-3.4%
-11 .3%
5.1%
3.3%
3.8%
2.9%
4.1%

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%
9.5%
7.5%
7.2%
7.0%
6.2%
5.5%
5.3%
5.6%
6.8%
7.5%
6.9%
6.1%
5.6%
5.4%
4.9%
4.5%
4.2%
4.0%
4.7%
5.8%
6.0%
5.5%
5.1%
4.6%
4.6%
5.8%
9.3%
9.6%
8.9%
8.1%
7.4%
6.2%
5.3%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%
3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1 %
3.1%
2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1 .6%
2.7%
3.4%
1 .6%
2.4%
1 .9%
3.3%
3.4%
2.5%
4.1%
0.1%
2.7%
1 .5%
3.0%
1 .7%
1 .5%
0.8%

6.6%
3.7%
6.9%
9.2%
12.a%
11.8%
7.1%
3.6%
0.6%
1 .7%
1 .8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1 %
1.6%
0.2%
1 .7%
2.a%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1 .6%
1 .2%
4.0%
4.2%
5.4%
1.1%
6.2%
-0.9%
4.3%
4.7%
4.7%
1 .4%
0.8%
-1 .2%

Source: Council of Economic Advisors, Economic Indicators, various issues.
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ECONOMIC INDICATORS

Line
No
1
2
3
4

Real
GDP*

Growth

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

1.2%
3.5%
7.5%
2.7%

1.1%
~0.9%
-0.9%
1.5%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
3.2%
2.8%

3.0%
3.5%
3.6%
25%

2.8%
4.9%
4,6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

4.1%
1.7%
3.1%
2.1%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1 .6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

5.4%
1.4%
0.1%
3.0%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

0.9%
3.2%
2.3%
2.9%

2.5%
1.6%
1.8%
1.7%

4.5%
4.5%
4.6%
4.8%

4.8%
5.2%
1.2%
0.6%

6.4%
6.8%
1.2%
6.5%

-1 .8%
1.3%
-3.7%
-8.9%

1.9%
0.2%
-3.0%
6.0%

4.9%
5.3%
6.0%
6.9%

2.8%
7.6%
2.8%

-13.2%

9.6%
14.0%
-0.4%
-28.4%

-5.3%
-0.3%
1.4%
4.0%

-11 .6%
-12.9%
-9.3%
-4.5%

8.1%
9.3%
9.6%
10.0%

2.4%
3.2%
2.0%
2.5%

-0.4%
9.2%
-0.8%
8.8%

1.6%
3.9%
2.8%
2.8%

2.7%
6.5%
6.9%
6.2%

9.7%
9.7%
9.6%
9.6%

0.9%
-1 .2%
2.8%
2,8%

6.5%
-2.4%
4.0%
9.2%

-1 .5%
2.9%
0.8%
4.6%

5.4%
3.6%
3.3%
4.0%

9.0%
9.0%
9.1%
8.7%

4.8%
3.2%
2.4%
0.4%

9.6%
3.6%
6.4%
-1 .2%

2.3%
1.6%
2.5%
0.1 %

4.5%
4.7%
3.4%
2.8%

8.3%
8.2%
8.1%
7.8%

3.2%
0.0%
4.0%
0.0%

2.0%
~2.8%
9.6%
-3.6%

Year
2003

1st Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr.
2004

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2005

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2006

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2008

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2009

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2010

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2011
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2012

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2013

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2014

2.7%
1.8%
4.5%
3.5%

2.5%
2.0%
2.6%
3.3%

7.7%
7.6%
7.3%
7.0%

2.0%
1.2%
1.6%
1.2%

1.2%
2.4%
0.0%
0.3%

5
6

7
8
g
10
11

12
13
14
15
16

17
18
19
20
21

22
23
24
25
26

27
28
29
30
31

32
33
34
35
36

37
38
39
40
41

42
43
44
45
46

47
48
49
50
51

52
53
54
55
56

57

58

59

60
61

62
63

64
65

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.
2015

1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr,

-2.1 %
4.6%
5.0%
2.2%

3.2%
42%
4.7%
4.5%

6.8%
6.2%
6.1%
5.7%

1.6%
3.6%
0.0%
» 2.8%

0.3%
0.2%
0.0%
-0.8%

0.6%
3.9%
1.5%
NlA

3.5%
1 .4%
N/A
N/A

5.6%
5.4%
5.2%
50%

-0.1%
0.3%
-0.1%
N/A

-0.7%
0.5%
-0.6%
N/A

"GDP=Gross Domestic Product

Source: Council of Economic Advisors, Economic indicators, various issues.
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INTEREST RATES

Line Prime
Rate

US Treasury
T Bills

utility
Bonds

Year

US Treasury
T Bonds
10 Year

Utility
Bonds

Aaa

Utility
Bonds

Aa

Utility
Bonds

_ A.
9.03%
8.63%
8.19%
8.87%
9.86%

12.30%
14.64%
14.22%
12.52%
12.72%
11.68%
8.92%
9.52%
10.05%
9.32%
9.45%
8.85%
8.19%
7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

EQ
1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%
10.78%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.48%
6.25%
6.00%
7.15%
8.88%
8.27%
8.44%
8.85%
8.00%
9.23%
6.91%
4.57%
4.12%
4.84%
6.19%
7.96%
8.05%
5.08%
8.25%
8.25%
3.25%
8.25%
8.25%
8.25%
8.27%

3 Mo_nth
5.84%
4.99%
5.27%
7.22%

10.04%
11.51%
14.03%
10.69%
8.63%
9.58%
7.48%
5.98%
5.82%
6.69%
8.12%
7.51%
5.42%
3.45%
3.02%
4.29%
5.51%
5.02%
5.07%
4.81%
4.88%
5.85%
3.44%
1 .62%
1.01 %
1 .38%
3.16%
4.73%
4.41 %
1 .48%
0.18%
0.14%
0.05%
0.09%
0.08%
0.03%
0.05%

7.99%
7.61%
7.42%
8.41%
9.43%

11.43%
13.92%
13.01%
11.10%
12.48%
10.62%
7.67%
8.39%
8.85%
8.49%
8.55%
7.86%
7.01 %
5.87%
7.09%
6.57%
6.44%
6.35%
5.26%
5.65%
6.03%
5.02%
4.61 %
4.01 %
4.27%
4.29%
4.80%
4.63%
3.66%
3.26%
3.22%
2.78%
1.80%
2.35%
2.54%
2.14%

[1]

9.44%
8.92%
8.43%
9.10%
10.22%
13.00%
15.30%
14.79%
12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%
8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91 %
7.51%
8.06%
7.59%
7.19%
8.40%
6.04%
5.44%
5.84%
5.94%
8.18%
5.75%
5.24%
4.78%
8.83%
4.24%
4.19%

10.09%
9.29%
8.61 %
9.29%

10.49%
13.34%
15.95%
15.86%
13.66%
14.03%
12.47%
9.58%

10.10%
10.49%
9.77%
9.86%
9.36%
8.69%
7.59%
8.31 %
7.89%
7.75%
7.60%
7.04%
7.52%
8.24%
7.78%
7.37%
6.58%
8.18%
5.55%
8.07%
8.07%
6.53%
8.04%
5.48%
5.04%
4.13%
4.47%
4.28%

Bee
10.96%
9.82%
9.06%
9.62%

10.96%
13.95%
16.60%
18.45%
14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%

10.06%
9.55%
8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.25%
7.88%
8.38%
8.02%
8.02%
8.84%
8.40%
5.93%
8.32%
8.33%
7.25%
7.08%
5.98%
5.57%
4.88%
4.98%
4.80%

[1] Note: Moody's has not published Aaa utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record; Federal
Reserve Bulletin, various issues.
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INTEREST RATES

Line
No

Prime
Rate

us Treasury
T Bills

3 Month

US Treasury
T Bonds
10 Year

Utility
Bonds

Aa

utility
Bonds

A

Utility
Bonds
Baa

2007
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov

8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
8.25%
7.75%
7.50%
7.50%
7.25%

4.96%
5.02%
4.97%
4.88%
4.77%
4.63%
4.84%
4.34%
4.01%
3.97%
3.49%
3.08%

4.76%
4.72%
4.56%
4.69%
4.75%
5.10%
5.00%
4.67%
4.52%
4.53%
4.15%
4. 10%

5.78%
5.73%
5.66%
5.83%
5.86%
6.18%
6.11 %
6.11 %
6.10%
6.04%
5.87%
6.03%

5.96%
5.90%
5.85%
5.97%
5.99%
6.30%
6.25%
6.24%
6.18%
6.11%
5.97%
6.16%

6.16%
6.10%
6.10%
6.24%
6.23%
6.54%
6.49%
6.51%
6.45%
6.36%
6.27%
6.51%Dec

2008
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct

5.00%
6.00%
5.25%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
4.00%
4.00%
3.25%

2.86%
2.21%
1.38%
1.32%
1.71%
1.90%
1.72%
1.79%
1.46%
0.84%
0.30%
0.04%

3.74%
3.74%
3.51%
3.68%
3.88%
4. 10%
4.01 %
3.89%
3.69%
3.81%
3.53%
2.42%

5.87%
6.04%
5.99%
5.99%
6.07%
6.19%
6.13%
6.09%
6.13%
6.95%
6.83%
5.93%

6.02%
6.21 %
6.21%
6.29%
6.27%
6.38%
6.40%
6.37%
6.49%
7.56%
7.60%
6.54%

6.35%
6.60%
6.68%
6.82%
6.79%
6.93%
6.97%
6.98%
7.15%
8.58%
8.98%
8. 13%

Nov
Dec
2009
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%

0.12%
0.31%
0.25%
0.17%
0.15%
0.17%
0.19%
0.18%
0.13%
0.08%
0.05%
0.07%

2.52%
2.87%
2.82%
2.93%
3.29%
3.72%
3.56%
3.59%
3.40%
3.39%
3.40%
3.59%

6.01 %
6.11%
6.14%
6.20%
6.23%
6.13%
5.63%
5.33%
5.15%
5.23%
5.33%
5.52%

6.39%
6.30%
6.42%
6.48%
6.49%
6.20%
5.97%
5.71%
5.53%
5.55%
5.64%
5.79%

7.90%
7.74%
8.00%
8.03%
7.76%
7.30%
6.87%
6.36%
e.12%
e. 14%
6.18%
6.26%

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52

2010
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%

0.06%
0.10%
0.15%
0.15%
0.16%
0.12%
0.16%
0.15%
0.15%
0.13%
0.13%
0.15%

3.73%
3.69%
3.73%
3.85%
3.42%
3.20%
3.01%
2.70%
2.65%
2.54%
2.76%
3.29%

5.55%
5.G9%
5.64%
5.62%
5.29%
5.22%
4.99%
4.75%
4.74%
4.89%
5.12%
5.32%

5.77%
5.87%
5.84%
5.81%
5.50%
5.46%
5.26%
5.01 %
5.01%
5.10%
5.37%
5.56%

6.16%
6.25%
6.22%
6.19%
5.97%
6.18%
5.98%
5.55%
5.53%
5.62%
5.85%
6.04%
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INTEREST RATES

Line
M.

Prime
Rate

us Treasury
T Bills

3 Month

US Treasury
T Bonds
10 Year

Utility
Bonds

AB

Utility
Bonds

_A

Utility
Bonds
Baa

2011
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec
2012

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%

0. 15%
0. 14%
0.11%
0.06%
0.04%
0.04%
0.03%
0.05%
0.02%
0.02%
0.01%
0.02%

3.39%
3.58%
3.41 %
3.46%
3.17%
3.00%
3.00%
2.30%
1 .98%
2.15%
2.01%
1 .98%

5.29%
5.42%
5.33%
5.32%
5.08%
5.04%
5.05%
4.44%
4.24%
4.21%
3.92%
4.00%

5.57%
5.68%
5.56%
5.55%
5.32%
5.26%
5.27%
4.69%
4.48%
4.52%
4.25%
4.33%

6.06%
s. 10%
5.97%
5.98%
5.74%
5.67%
5.70%
5.22%
5.11%
5.24%
4.93%
5.07%

Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%

0.02%
0.08%
0.09%
0.08%
0.09%
0.09%
0.10%
0.11%
0.10%
0.10%
0.11%
0.08%

1 .97%
1 .97%
2.17%
2.05%
1.80%
1 .62%
1 .53%
1 .68%
1.72%
1.75%
1.65%
1.72%

4.03%
4.02%
4. 16%
4. 10%
3.92%
3.79%
3.58%
3.65%
3.69%
3.68%
3.60%
3.75%

4.34%
4.36%
4.48%
4.40%
4.20%
4.08%
3.93%
4.00%
4.02%
3.91%
3.84%
4.00%

5.06%
5.02%
5.13%
5.11%
4.97%
4.91 %
4.85%
4.88%
4.81 %
4.54%
4.42%
4.56%Dec

2013
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%

0.07%
0. 10%
0.09%
0.06%
0.05%
0.05%
0.04%
0.04%
0.02%
0.06%
0.07%
0.07%

1.91%
1.98%
1.96%
1.76%
1.93%
2.30%
2.58%
2.14%
2.81%
2.62%
2.72%
2.90%

3.90%
3.95%
3.90%
3.74%
3.91%
4.27%
4.44%
4.53%
4.58%
4.48%
4.56%
4.59%

4.15%
4.18%
4. 15%
4.00%
4.17%
4.53%
4.68%
4.73%
4.80%
4.70%
4.77%
4.81%

4.66%
4.74%
4.66%
4.49%
4.65%
5.08%
5.21 %
5.28%
5.31 %
5.17%
5.24%
5.25%

2014

53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71
72
73
74
75
76
77
78
79
80
81
82
83
84
85
86
87
88
89
90
91
92
93
94
95
96
97
98
99
100
101
102
103
104
105
106
107
108
109

Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%

0.05%
0.06%
0.05%
0.04%
0.03%
0.03%
0.03%
0.03%
0.02%
0.02%
0.02%
0.04%

2.86%
2.71%
2.72%
2.71%
2.56%
2.60%
2.54%
2.42%
2.53%
2.30%
2.33%
2.21%

4.44%
4.38%
4.40%
4.30%
4.16%
4.23%
4. 16%
4.07%
4.18%
3.96%
4.03%
3.90%

4.63%
4.53%
4.51 %
4.41 %
4.26%
4.29%
4.23%
4. 13%
4.24%
4.06%
4.09%
3.95%

5.09%
5.01%
5.00%
4.85%
4.69%
4.73%
4.66%
4.65%
4.79%
4.67%
4.75%
4.70%Dec

2015
Jan
Feb
Mar
Apr

3.25%
3.25%
3.25%
3.25%

0.03%
0.02%
0.03%
0.02%

1.88%
1.98%
2.04%
1.94%

3.52%
3.62%
3.67%
3.630/0

3.58%
3.67%
3.74%
3.75%

4.39%
4.44%
4.51 %
4.51 ° /0

I
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INTEREST RATES

Line
No

Prime
Rate

US Treasury
T Bills

3 Month

US Treasury
T Bonds
10 Year

Utility
Bonds

Aa

Utility
Bonds

A

Utility
Bonds
Baa

110
111
112
113
114
115
116
117
118
119

May
Jun
Jul
Aug
Sep
Oct
Nov
Dec
2016
Jan

3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.25%
3.50%

0.02%
0.02%
0.03%
0.07%
0.02%
0.02%
0.13%
0.23%

2.20%
2.36%
2.32%
2.17%
2.17%
2.07%
2.26%
2.24%

3.50% 0.26% 2.09%

[1] Note: Moody's has not published Ala utility bond yields since 2001 .

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin, various issues.
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STOCK PRICE INDICATORS

Line

M
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41

Year
S&P

Composite
NASDAQ

Composite

S&P
Dividend/Price

Ratio

S&P
Earnings/Price

Ratio
1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

322.84
334.59
376.18
415.74
451 .21
460.42
541 .72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18
993.94
965.23

1,130.65
1,207.06
1,310.67
1,476.66
1,220.89
946.73

1,139.31
1,268.89
1,379.56
1,462.51
1,930.67
2,061 .20

491.69
$599.26
715.16
751 .65
925.19

1,164.96
1,469.49
1,794.91
2,728.15
2,783.67
2,035.00
1,539.73
1,647.17
1,986.53
2,099.03
2,265.17
2,577.12
2,162.46
1,841 .03
2,347.70
2,680.42
2,965.77
3,537.69
4,374.31
4,940.49

DJIA
802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33
3,284.29
3,522.06
3,793.77
4,493.76
5,742.89
7,441 .15
8,625.52

10,464.88
10,734.90
10,189.13
9,226.43
8,993.59

10,317.39
10,547.67
11,408.67
13,169.98
11,252.61
8,876.15

10,662.80
11,966.36
12,967.08
14,999.67
16,773.99
17,590.61

4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81 %
4.40%
4.64%
4.25%
3.49%
3.08%
3.64%
3.45%
3.61%
3.24%
2.99%
2.78%
2.82%
2.56%
2.19%
1 .77%
1 .49%
1 .25%
1 .15%
1 .32%
1 .61 %
1 .77%
1 .72%
1 .83%
1 .87%
1 .86%
2.37%
2.40%
1 .98%
2.05%
2.24%
2.14%
2.04%
2.10%

9.15%
8.90%

10.79%
12.03%
13.46%
12.66%
11 .96%
11 .60%
8.03%
10.02%
8.12%
6.09%
5.48%
8.01 %
7.41 %
6.47%
4.79%
4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.46%
3.17%
3.63%
2.95%
2.92%
3.84%
4.89%
5.36%
5.78%
5.29%
3.54%
1 .86%
6.04%
6.77%
5.20%
5.57%
5.25%
N/A

Source: Council of Economic Advisors, Economic Indicators, various issues.
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Arizona Water Company
Test Year Ending December 31 , 2014
Docket No. W-01445A-15-0277

Schedule JAC . 6
Page 7 of 8

STOCK PRICE INDICATORS

Line
No

S&P
Composite

NASDAQ
Composite DJIA

ss.p
Dividends/price

Ratio

S&P
Earnings/Price

Ratio
2004

1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2,041.95
1 ,984.13
1 ,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71 %
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.85%

5.11%
5.32%
5.42%
5.60%

200G
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,283.04
1 ,281.77
1 ,288.40
1,389.48

2,287.97
2,240.46
2,141.97
2,390.26

10,996,04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91%
1.81%

5.61%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,425.30
1,496.43
1 ,490.81
1 ,494.09

2,444.85
2,552.37
2,609.68
2,701.59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.86%
1.91%

5.85%
5.65%
5.15%
4.51%

2008
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,350.19
1,371.65
1,251 .94
909.80

2,332.91
2,426.26
2,290.87
1,599.64

12,383.86
12,508.59
11,322.40
8,795.61

2.11%
2.10%
2.29%
2.98%

4.55%
4,05%
3.94%
1.65%

2009
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

809.31
892.23
996.68

1,088.70

1 ,485.14
1 ,731 .41
1,985.25
2,162.33

7,774.06
8,327.83
9,229.93
10,172.78

3.00%
2.45%
2_16%
1.99%

0.86%
0.82%
1.19%
4.57%

2010
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,121.60
1,135.25
1,096.39
1,204.00

2,274.88
2,343.40
2,237.97
2,534,62

10,454.42
10,570.54
10,390.24
11,236.02

1.94%
1.97%
2.09%
1.95%

5.21%
6.51%
6.30%
6.15%

2011
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,302.74
1,319.04
1,237.12
1,225.65

2,741.01
2,766.64
2,613.11
2,600.91

12,024.62
12,370.73
11,671 .47
11 ,798.65

1.85%
1.97%
2.15%
2.25%

6.13%
6.35%
7.69%
6.91%

2012
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 ,347.44
1,350.39
1,402.21
1 ,418.21

2,902.90
2,928.62
3,029.86
3,001.69

12,839.80
12,765.58
13,118.72
13,142.91

2.12%
2.30%
2.27%
2.28%

6.29%
6.45%
6.00%
6.07%

2013
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,514.41
1,609.77
1,675.31
1,770.45

3,177.10
3,369.49
3,643.63
3,960.54

14,000.30
14,961 .28
15,255.25
15,751 .96

2.21%
2.15%
2.14%
2.06%

5.59%
5.66%
5.65%
5.42%

1
2
3
4
5
6
7

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68
69
70
71

2014
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 ,834.30
1,900.37
1 ,975.95
2012.04

4,210.05
4,195.81
4,483.51
4607.88

16,170.26
16,603.50
16,953.85
17368.36

2.04%
2.06%
2.02%
2.03%

5.39%
5.26%
5.38%
4.97%

2015
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2063.46
2102.03
2,026.14
2,053.17

4821.99
5017.47
4,921 .81
5,000.70

17806.47
18007.48
17,065.52
17,482.97

2.02%
2.05%
2.16%
2.16%

4.80%
4.60%
4.72%
N/A

Source: Council of Economic Advisors, Economic Indicators. various issues.
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Arizona Water Company
Test Year Ending December 31, 2014
Docket No. W-01445A-15-0277

Schedule JAC - 6
Page 8 of 8

PROXY GROUP COMMON EQUITY RATIOS

2009 2010 2011 2012 2013 2014Company

American States Water Co.

American Water Works Co., Inc

Aqua America, Inc.

Artesian Rtesources Corp.

California Water Service Group

Connecticut Water Service, Inc.

Middlesex Water

SJW Corporation

York Water Company

54.1%

43.1%

44.4%

48.2%

52.9%

49.1 %

52.1%

50.6%

54.3%

55.7%

43.2%

43.4%

47.5%

47.6%

50.2%

55.8%

46.3%

51.7%

54.6%

44.2%

47.3%

51.5%

48.3%

46.5%

56.6%

43.4%

52.9%

57.8%

46. 1 %

47.3%

52.7%

52.2%

50.8%

57.4%

45.0%

54.0%

602%

47.6%

51.1%

53_6%

58.4%

52.9%

58.7%

48.9%

54.9%

60.9%

47.4%

51 .5%

54.5%

59.9%

54.1%

58.8%

48.4%

55.2%

49.6% 49.0% 49.5% 51.5% 54.0% 54.5%

1

2

3

4

5

6

7

8

g

10

11

12 Average

13

14

15

16

17

18

19

20

21

Source: Value Line January 15, 2016
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Sample
Average
Annual

Dividend
Pavout Ratio

73.52 A

76.04 A

72.70 /

72.94 /

74.37 /

6888/»

70.25 /

6407V

62.04 /

55.94V

6908 /

6765° /

6693 A

64.23 /

AWC
Annual

Dividend
Pavout Ratio

65.00 /»

63.85 /o

109.60/

145.66%

147.796

11416/n

94.99 /

111.73/

29.53/

5762 /

93.99%

101.38%

100.21 /

81.61%

Q

W

Arizona Water Company
Docket NO W-01445A-15-0277
Test-Year Ended December 31, 2014

Exhibit JAC-A

Analysis of Stockholders' Equally on a Total Company Basis, 20052014 Dividend Payout Ratios

Activity
Year Shares

Common Stock
$10 Dar value

Additional
Paid in Capital

Retained
Eaminas

270,000 s 2,700,000 s 9,087,347 $ s 66,914,775

2005

Balance . December 31, 2004
Add: Net Income
Less: Dividends paid
Equity Infusion

55,127,428
6, 102,184

(3,966,300)

270,000 s 2,700,000 s 9,087,347 s s 69,050,659

2006

Balance - December 31, 2005
Add: Net Income
Less: Dividends Paid
Equity Infusion

57,263,312
6,465,743

(4,128,300)

270,000 s 2,700,000 s 9,087,347 $ s 71,388,102

2007

Balance - December 31, 2006
Add: Net Income
Less: Dividends Paid
Equity Infusion

59,600,755
3,880,116

(4,z52,500)

270,000 s 2,700,000 $ 9,087,347 s s 71,015,718

2008
Balance - December 31, 2007
Add; Net Income
Less: Dividends paid
Equity Infusion

59,228,371
2,943,571

(4,287,600)

270,000 S 2,700,000 s 9,087,347 s s 69,671,689

2009

Balance - December 31, 2008
Ada; Net Income
Less: Dividends Paid
Equity Infusion

57,884,342
2,901,165

(4,287,600)

270,000 s 2,700,000 s 9,087,347 s 68,285,255

2010

56,497,908 s
3,755,683

(4,287,600)

Balance . December 31, 2009
Add: Net Income
Lesst Dividends Paid
Equity Infusion 10,2220000

270,000 s 2,700,000 s 19,309,347 $ s 77,975,338

2011

Balance . December 31, 2010
Add; Net Income
Less: Dividends Paid
Equity Infusion

55,965,991
4,911,456

(4,665,600)

270,000 s 2,700,000 S 19,309,347 s 78,221,193

2012
Balance - December 31, 2011
Add: Net Income
Less: Dividends Paid
Equity Infusion

56,211,846 s
6,336,366

(7,079,400)

270,000 $ 2,700,000 s 19,309,347 s s 77,478,159

2013
Balance - December 31, 2012
Add; Net Income
Less: Dividends Paid
Equity Infusion

55,468,812
8,239,155

(2,432,700)

270,000 s 2,700,000 s 19,309,347 S S 83,284,614

2014

Balance - December 31, 2013
Ada: Net income
Less: Dividends Paid
Equity Infusion

61,275,267
8,669,582

(4,995,000)

Balance - December 31, 2014 270,000 s 2,700,000 s 19,309,347 s 64,949,849 s 86,959,196

Dividend Payout Ratios
10~year Average (2005-2014)

8-Year Average (2007-2014)

7-year Average (2008.2014)

5-Year Average (2010-2014)

Sources; Schedule ET filed in this and prior AWC rate filings.
Value Line Investment Survey, January to, 2016.

Total
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Arizona Water Company
Docket No. W-01445A.1$.0277

Test-Year Ended December 31, 2014

Exhibit JAC-B

RUCO Sample Average Weighted Cost of Long-Term Debt

[A] [B] [C] [DI [E] [F] [GI

Annual
Interest

Line Company

Long-Term

Debt O/S

as of
12/31/2014

Weighted
Average Cost of

Long-Term Debt

12/31/2014 _ Expense

L-T Debt

Weighted

Average Yea rs

to Maturity

Percent
Total L~T Debt

Exceeding
Awc 6.8Z48%

Weighted
Cost of Debt

Weighted Avg.

Cost ofDebt

Lower than AWC
Lowest Cost Debt

(Le., 6.30%

Series L Bonds)

Employs
Lower Cost

Amortizing and/

or Sinking

Fund Debt

S 75,000,000 6.82% s 5,118,614 2 1 4 3 6.30% No

American States Water

American Water Works

Aqua America

Artesian Resources
California Water

Connecticut Water

Middlesex Water

SJW Corp.

York Water

326,090,000
5,456,502,000

1,619,270,000

106,199,000

425,840,000

178,201,000
140,029,000

384,949,000

84,885,000

5.51%

5.57%

4.65%

6.23%

6.07%
3.96%

3.99%

5.04%

5.47%

21,214,950
303,883,125

75,296,055
6,613,286

25,863,151

7,063,289

5,587,157

23,254,507

4,647,175

15.98
25.45

14.36

12.32

12.40

13.10

18.37

16.95

15.20

30.08%

12.40%

6.70%

19.06%

23.19%
6.31%

3.94%

24.68%

29.45%

Higher

Lower

Lower

Lower
Lower

Lower

Lower

Lower

Lower

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

SampleTotals s 8,721,965,000 $ 473,422,695

Sample Averages 5.43% 17.31%

1 Arizona Water Company
z

3
4

5

6

7

8
9

10

11

12

13
14

15

16
17

18

19

Excess AWC Cost of Debt 1.397%

Source: Sample company 2014 Form 10-K, U.S. Securities and Exchange Commission
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Arizona Water Company
Docket No. W.01445A-15-0277
Test-Year Ended December 31, 2014

Exhibit JAC-C

RUCO Restatement of Ahem Exhibit PMA-5

Discounted Cash Flow (DCF) Cost of Equity Estimates
Updated to Reflect Changes in Value Line and Yahoo! Finance

5-Year EPS Growth Projections

[1] [2] [31 [41 [51 [6] m [St

Reuters Mean

Consensus

Projected Five Year

Growth Rate in EPS

Zack's Five
Year

Projected
Growth Rate

in EPS

Yahoo !

Finance

Projected

Five Year

Growth inProxy Group of Eight Publicly Traded Water
Companies

Average

Dividend

Yield (1)

Value Line

Projected

Five Year

Growth in

EPS (2) EPS

Average

Projected

Five Year

Growth in

EPS (3)

Adjusted
Dividend
Yield (4)

indicated
Common

Equity Cost
Rate (5)

% % 5.00 %

750

5.00

5.00

5.00

NA

NA

NA

5.00 %

7.40

5.30

5.00

5.00

NA

NA

NA

4.10

7.72

5.85

5.00

500

2.70

% 5.03

7.41

5.91

5.38

4.88

3.85

7.75

570

%American States Water Co.
American Water Works Co., Inc.
Aqua America, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water Com party
SJW Corporation
Vork Water Company

2.16

2.53

2.49

2.74

2.84

3.43

2.54

2.54

6.00
7.00
7.50
6.50
4.50
5.00
1.50
6.50

14.00

4.90

2.21 as

2.62

2.56

2.81

2.91

3.50

2.64

2.61

7.24 %

10,03

8.47

8.19

7.79

7.35

10.39

8.31

Average 8.47 %

Median 8.25 %

Average of Mean and Median 8.36 %

Source of RUCO Updates: Value Line (January 15, 2016)

http://finance.yahoo.com

Ill



BEFORE THE ARIZONA CORPORATION comMlsslon`

IN THE MATTER OF THE APPLICATION OF
ARIZONA WATER COMPANY, AN ARIZONA
CORPORATION, FOR A DETERMINATION
OF THE FAIR VALUE OF ITS UTILITY
PLANT AND PROPERTY, AND FOR
ADJUSTMENTS TO ITS RATES AND
CHARGES FOR UTILITY SERVICE
FURNISHED BY ITS WESTERN GROUP
AND FOR CERTAIN RELATED
APPROVALS.

Docket No. W-01-445A-15-0277

NOTICE OF ERRATA

The RESIDENTIAL UTILITY CONSUMER OFFICE RUCO") hereby provides Notice of

Errata to the Rate Design Schedules (Pinal Valley only) included in John Cassidy's Direct

Testimony, in the above referenced matter. Attached are the revised schedules.

("

RESPECTFULLY SUBMITTED this 30th day of March, 2016.

1

2 DOUG LITTLE
CHAIRMAN

3 BOB STUMP
COMMISSIONER

4 BOB BURNS
COMMISSIONER

5 TOM FORESE
COMMISSIONER

6 ANDY TOBIN
COMMISSIONER

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Pozef
Chief Counsel



1

2

AN ORIGINAL AND THIRTEEN COPIES
of the foregoing filed this 30th day
of March, 2016 with:

3

4

Docket Control
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

5

6
COPIES of the foregoing hand delivered/
mailed this 30th day of March, 2016 to:

7

8

Greg Patterson
Munger Chadwick
916 W. Adams, Suite 3
Phoenix, Arizona 85007

9

Sarah Harpring
Administrative Law Judge
Hearing Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

10

11

Michele Van Quathem
Ryley Carlock 8¢ Applewhite
One N. Central Ave.
Phoenix, Arizona 85004

12

Wes Van Cleve
Legal Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

13 By4)
14

15

Thomas Broderick, Director
Utilities Division
Arizona Corporation Commission
1200 West Washington
Phoenix, Arizona 85007

16

17

18

E. Robert Spear
General Counsel
Arizona Water Company
Post Office Box 29006
Phoenix, Arizona 85038-9006

19

20

21

Joseph Harris
Arizona Water Company
p.o. Box 29006
Phoenix, Arizona 85038-9006

22

23

24

Steven A. Hirsch
Quarles 8¢ Brady LLP
Two North Central Avenue
One Renaissance Square
Phoenix, AZ 85004



5/8 x 3 4"
22.06

1.5246
2,000

2.1891

Minimum Charge S
let Tier Rate

let Tier Breakover
2nd Tier Rate

Incremental Axer L

0.6645
7,000

2_8S36

0.6645
18,000
4.1827

1.3290
9,999,999,999

Rate
2nd Tier Breakover

3rd Tier Rate
Incremental Her 3

Rate
3rd Tier Breakover

4th Tier Rate
incremental Her 4

Rate
4th Tier Breakover

5th Tier Rate
Incremental Aler b

Increase

Rate
5th Tier Breakover

6th Tier Rate
Incremental Aler b

Rate
6th Tier Breakover

Rates

s 18.83
1.3600

3,000
2.4000

1.0400
10,000
3.7083

1.3083
99,999,999

Increase

Minimum Charge
1st Tier Rate

1st Tier Breakover
2nd Tier Rate

Incremental Aler z

Rate
2nd Tier Breakover

3rd Tier Rate
Incremental lier 3

Rate
3rd Tier Breakover

4th Tier Rate
Incremental Aler 4

Rate
4th Tier Breakover

Sth Tier Rate
Incremental Aler b

Rate
5th Tier Breakover

6th ̀ IWer Rate
Incremental Aler b

Rate
6th Tier Breakover

Rates

Arizona Water Company - Wester Group - Pinal Valley
Docket No. W-01445A-15~0277
Test Year Ended December 31, 2014

Revised - RUCO Schedule JAC-1

Typical Bill Analysis
General Service 5/8 x 3/4-Inch Meter

Company Proposed Gallons
Present
Rates

Proposed
_Rates -

Dollar
Increase

Percent
Increase

Average Usage 7,781 s 29.62 s 38.22 s 8.61 29.06%

Median Usage 5,700 25.24 33.15 $ 7.91 31.33%

RUCO Recommended

Average Usage 7,781 s 29.62 s 34.38 s 4.77 16.10%

Median Usage 5,700 25.24 29.39 s 4.15 16.44%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons Present
Company
Proposed %

RUCO
Recommended %

5/8 x 3/4"
16.00

1.1879
s,ooo

2.1026

0.9147
10,000
3.2590

'5/s x 3/4"
Minimum Eharge S

1st Tier Rate
1st Tier Breakover

2nd Tier Rate
Incremental lier z

Rate
Znd Tier Breakover

3rd Tier Rate
Incremental lier 5

Rate
3rd Tier Breakover

4th Tier Rate
Incremental I 1er 4

Rate
4th Tier Breakover

Sth 'Tier Rate
Incremental lier b

Rate
Sth Tier Breakover

6th Tier Rate
incremental lier b

Rate
6th Tier Breakover

Rates

1.1564
9,999,999,999

Consumption

s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

s
s
s
s
s
$
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s
s

17.59%
17.47%
17.27%
17.10%
16.82%
16.58%
16.38%
16.21%
16.07%
15.94%
15.83%
15.66%
15.51%
15.38%
15.27%
15.17%
15.09%
15.02%
14.95%
14.89%
14.84%

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

s
S
s
s
s
s

16.00
17.19
18.38
19.56
21.67
23.77
25.87
27.97
30.08
32.18
34.28
3754
40,80
44.06
47.32
50.58
53.84
57.09
60.35

63.61
66.87
83.17
99.46

115.76
132.05
148.35
164.64
246.12

327.59

s
s
S
s
s
$
s

22.00
23.52
25.05
27.24
29.43
31.62
33.81
35.99
38.85
41.70
44.56
47.41
50.26
53.12
55.97
58.82
61.68
64.53
67.38
71.57
75.75
96.66

117.58
138.49
159.40
180.32
201,23
305.80
410.36

37.50% s
35.87% s
36.32% s
39.23% s
35.82% s
33.02% $
30.67% s
28.67% $
29.16% s
29.59% s
29.97% s
26.29% s
23.19% s

20.56% s
18.28% s
16.31% s
14.56% s
13.02% s
11.65% s
12.50% s
13.28% s
16.23% s
18.21% s
19.64% s
20.71% s
21,55% s
22.22% s
24.25% s

14.63%
14.49%

2527% S

18.83
20.19
21.55
22.91
25.31
27.71
30.11
32,51
34.91
37.31
39.71
43.42
47.13
50.83
54.54
58.25
61.96
65.s7
69.38
73.08
76.79
95.33

113.88
132.42
150.95
169.50
188.04
280.75
373.46

14.39%
14.32%
14.26%
14.21%
14.07%
14.00%

fun



$ 22.00
33.00
55.00

110.00
176.00
35200
550.00

1,100.00
1,760.00
2,530.00

$ 25.00
37.50
62.50

125.00
200.00
400.00
625.00

1 ,250.00
2,000.00
2,875.00

s 35.00
52.50
87.50

175.00
280.00
560.00
875.00

1 ,750.00
2,800.00
4,025.00

s 25.00
a7.50
62.50

125.00
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

$ 25.00
37.50
62.50

125.00
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

$ 3500

N/A

N/A

|
Arizona Water Company . Western Group . Penal Valley
Docke! No. W-01445A-15-0277
Test Year Ended December 31, 2014
Test Year Ended December 31, 2010

Rate Design Revised . Schedule JAC-1.1
Page 1 ol 5

Monthly Usage Charge Present
Company

Proposed Rates
RUCO

Recommended Rates

MeterSize (Residential Class):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 16.00
N/A

40.00
80.00

128.00
256.00
400.00
800.00

1 .280.00
1 ,840.00

s 18.83
28.25
4708
94.15

150.64
301.28
410.75
941.50

1_506_4()
2_155.45

Meter Size (Commercial):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 16.00
N/A

40.00
80.00

128.00
256.00
400.00
800.00

1 ,280.00
1,840.00

$ 18.83
28.25
47.08
94.15

150.64
301 .28
470.75
941.50

1 ,506.40
2,165.45

Meter Size (Industrial):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

$ 16.00
N/A

40.00
80.00

128.00
256,00
400.00
800.00

1 ,280.00
1 .840.00

s 18.83
2B.25
47.08
94.15

150.64
301 .28
470.75
941,50

1,506.40
2,165.45

$

Meter Size (Construciiont
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

s

N/A
NIA
N/A
N/A

128.00
25600
400.00

N/A
N/A
N/A

18.83
28.25
47.08
94.15

150.64
301.28
470.75
941.50

1,506,40
2,165.45

Meter Size (Sales for Resale):
5/8 x 3/4 Inch
3/4 Inch
1 Inch
1 1/2 Inch
2 Inch
3 Inch
4 Inch
6 Inch
8 Inch
10 Inch

s 16.00
N/A

40.00
80.00

128.00
256.00
400.00
800.00

1,280.00
1,840.00

s 18.83
28.25
47.08
g4_15

150.64
301 .28
470.75
941.50

1.506.40
2,165.45

Private Fires s 25.00 $ 35.00

NIA N/A
Public Fire Hydrants

Coin Machine (Gallons per Quarter) N/A N/A



N/A
N/A
N/A

s 1.5246
2.1891
2.8536
4,1827

$ 1.5246
2.1891
2.8536
4.1827

N/A
N/A
N/A

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

Company
Proposed Rates

I II

Rate Design Revised . Schedule JAC-1.1
Page 2 of 5

|

Arizona Water Company - Western Group - Penal Valley
Docket No. W-01445A~15-0277
Test Year Ended December 31, 2014
Test Year Ended December 31, 2010

Monthly Usage Charge
Commodity Chaunce - Per 1,000 Gallons

Present
RUCO

Recommended Rates

5/8' x3/4'Meier (Residential)
First 3,000 gallons
a.001 to 10,000 gallons
Over 10,000 gallons

$ 1.1879
2.1026
3.2590

$ 1 .3600
2.4000
3,7083

First 2,000 gallons
2.001 to 7,000 gallons
7.001 to 18,000 gallons
Over 18,000 gallons

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

314'Meter (Residential)
First4,000 gallons
4,001 to 10,000 gallons
10.001 to 18,000 gallons
Over 18,000 gallons

N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A

First 3.000 gallons
3,001 to 10,000 gallons
Over 10,000 gallons

N/A
N/A
N/A

1 .3600
2.4000
3.7083

1' Meter (Residential)
First 25,000 gallons
Over 25,000 gallons

2.1026
3.2590

2.4000
3.7083

First 5.000 gallons
5.001 to 18,000 gallons
Over 18,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2' Meter (Residential)
First55,000 gallons
Over 55,000 gallons

N/A
N/A

2.4000
3.7083

First 10,000 gallons
5,001 to 35,000 gallons
Over35,900 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2' Meter (Residential)
First95.000 gallons
Over 95.000 gallons

2.1026
3.2590

2.4000
3.7083

First 16,000 gallons
16,001 to 56,000 gallons
Over 56,000 gallons

N/A
N/A
N/A

NIA
N/A
N/A

3' Meter _(Residential)
First 195,000 gallons
Over 195.000 gallons

2.1026
3.2590

2.4000
3.7083

First a2.000 gallons
32.001 to 112,000 gallons
Over 112,000 gallons

N/A
N/A
N/A

N/A
N/A

4' Meter (Residential)
First 315,000 gallons
Over315,000 gallons

2.1026
32590

2.4000
3.7083

Firsl 50,000 gallons
50,001 to 175,000 gallons
Over 175,000 gallons

N/A
N/A
N/A

N/A
N/A
NIA

6' Meter (Residential)
First G50,000 gallons
Over 650.000 gallons

2.1026
3.2590

2.4000
3.7083

First 100,000 gallons
100,001 to 350,000 gallons
Over 350,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8' Meter(Residential)
First 1,000,000 gallons
Over 1,000,000 gallons

2.1026
3.2590

2.4000
3.7083

First 160.000 gallons
160,001 to 560,000 gallons
Over 560,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10' Meter{Residential)
First 1,475,000 gallons
Over 1.475.000 gallons

2.1026
3.2590

2.4000
3.7083

First 230,000 gallons
230,001 to 805,000 gallons
Over 805.000 gallons

N/A
N/A
NIA

N/A
N/A
N/A

5/8'x 3/4' Meter (Commercial)
First 10,000 gallons
Over 10,000 gallons

2.1026
3.2590

2.4000
3.7083

First 3,000 gallons
3.001 to 15,000 gallons
Over 15,000 gallons

N/A
N/A
N/A

N/A
NIA
N/A

W

I



2.1891
2.8536
4.1827

N/A
N/A

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2,8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4,1827

NIA
N/A

2.5000

2.5000

N/A
N/A

N/A
NIA

2.5000

N/A
N/A

2.5000

N/A
N/A

2.5000

Rats Design Revised . Schedule JAC-1.1
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Arizona Water Company - Western Group . Penal Valley
Docket No. W-01445A-15-0271
Test Year Ended December 31, 2014
Test Year Embed December 31, 2010

Monthly Usage Charge
3/4' Meter (Commercial)
First 3,000 gallons
3,001 to 15,000 gallons
Over 15.000 gallons

Present
Company

Pronnsed Rates
RUCO

Recommended Rates

N/A
N/A
NIA

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

2.4000
3.7083

1' Meter (Commercial)
First 25,000 gallons
Over 25,000 gallons

2.1026
3.2590

2,4000
3.7083

First 8,000 gallons
8,001 to 38.000 gallons
Over 38,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2' Meter (Commercial)
First55,000 gallons
Over 55.000 gallons

2.1026
3.2590

2.4000
3.7083

First 15,000 gallons
15,001 to 75,000 gallons
Over 75.000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

2' Meter (Commercial)
First95.000 gallons
Over 95,000 gallons

2.1026
3.2590

2.4000
3.7083

First24,000 gallons
24,001 to 120,000 gallons
Over 120,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3' Meter (Commercial)
First 195,000 gallons
Over 195,000 gallons

2.1026
3.2590

2.4000
3.7083

First 48,000 gallons
48,001 to 240.000 gallons
Over 240,000 gallons

N/A
N/A
N/A

N/A
N/A

4' Meter (Commercial)
First315,000 gallons
Over 315,000 gallons

2.1026
3.2590

2.4000
3.7083

First75,000 gallons
75,001 to 375,000 gallons
Over375,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

S' Meter(Commercial)
First650,000 gallons
Over 650,000 gallons

2.1026
3.2590

2.4000
3.7083

First 150,000 gallons
150,001 to 750,000 gallons
Over 150,000 gallons

N/A
NIA
N/A

N/A
N/A
N/A

8' Meter (Commercial)
Hrst 1,000,000 gallons
Over 1,000,000 gallons

2.1026
3.2590

2.4000
3.7083

First 240,000 gallons
240,001 to 1,200,000 gallons
Over 1,200,000 gallons

N/A
NIA
N/A

N/A
N/A
N/A

10" Meter (Commercial)
First 1,475,000 gallons
Over 1,475,000 gallons

2.1026
32590

2.4000
3.7083

Firs! 345,000 gallons
345,001 to 1,125,000 gallons
Over 1,725,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

5/8' x 3/4' Meier (lndustriall
First 10,000 gallons
Over 10.000 gallons

1 .5500
2.4800

2.4000
3.7083

All Gallons N/A N/A

3/4' Meter flndustriail
All Gallons N/A N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

2.4000
37083

1' Meter Hndustrial)
First 25,000 gallons
Over 25.000 gallons

1 .5500
2.4800

2.4000
3.7083

All Gallons N/A N/A

1 1/2' Meter llndustriall
First 55,000 gallons
Over 55.000 gallons

t .5500
2.4800

2.4000
37083

Al! Gallons N/A N/A

2' Meter (Industrial)
First 95,000 gallons
Over 95,000 gallons

1 .5500
2.4800

24000
3.7083

All Gallons N/A N/A

a l  I



N/A
N/A

2.5000

N/A
N/A

2.5000

1 .7500

1 .7500

1 .7500

N/A
N/A

2.1891
2.8536
4.1827

2.1891
2.8536
4,1827

N/A
N/A

N/A
N/A

2.1891
2.8536
4,1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1591
2.8536
4.1827

NIA
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
4.1827

N/A
N/A

2.1891
2.8536
41827

I'll
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Arizona Water Company - Western Group - Pinal Valley
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014
Test Year Ended December 31, 2010

Monthly Usage Charge Present
Company

Proposed Rates
RUCO

Recommended Rates

3' Meter (Industrial)
Filet 195,000 gallons
Over 195,000 gallons

1 .5500
2.4800

2.4000
3.7083

All Gallons NIA N/A

4' Meter (tndustn'aI)
First 315.000 gallons
Over 315,000 gallons

1.5500
2.4800

2.4000
3.7083

All Gallons N/A N/A

6' Meter flndustriall
All Gallons 1 .5500 1.7000 I

8' Meter(Industrial)
All Gallons 1 .5500 1 .7000

10' Meter(lndustrial)
All Gallons 1 .5500 1.7000

5/8' x 3/4" Meter (Construdlon)
First 10.000 gallons
Over 10,000 gallons

N/A
N/A

2.4c)00
3.7083

First 3,000 gallons
3,001 to 15,000 gallons
Over 15,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

314' Meter (Construction)
First 5,000 gallons
5,001 to 20,000 gallons
Over 20,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

First 10,000 gallons
Over 10,000 gallons

N/A
N/A

2.4000
3.7083

1' Meter (Construction)
First25.000 gallons
Over25,000 gallons

N/A
N/A

2.4000
3.7083

First8,000 gallons
8,001 to 38,000 gallons
Over 38,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

1 1/2' Meter(Construction)
First 55,000 gallons
Over 55.000 gallons

N/A
N/A

2.4000
3.7083

First 15.000 gallons
15,001 to 75,000 gallons
Over 75.000 gallons

NIA
N/A
N/A

NIA
N/A
N/A

2' Meter (Construction)
First95,000 gallons
Over 95,000 gallons

2.1026
3.2590

2.4000
3.7083

First 24,000 gallons
24,001 to 120.000 gallons
Over 120,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

3' Meter (Constructions
First 195,000 gallons
Over 195,000 gallons

2.1026
3.2590

2,4000
3.7083

First48,000 gallons
48,001 to 240,000 gallons
Over 240,000 gallons

N/A
N/A
N/A

N/A
N/A

4' Meter (Construction)
Firsl315,008 gallons
Over 315,000 gallons

2.1026
3.2590

2.4000
31083

First 75,000 gallons
75.001 to 375,000 gallons
Over 375,000 gallons

N/A
N/A
N/A

N/A
N/A
NIA

6" Meter (Construction)
First650,00o gallons
Over 650.000 gallons

N/A
NIA

2.4000
3.7083

First 150,000 gallons
150,001 to 750,000 gallons
Over 750,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

8' Meter (Construction)
First 1,000,000 gallons
Over 1,000.000 gallons

N/A
N/A

2.4000
3.7083

First240,000 gallons
240,001 to 1,200,000 gallons
Over 1,200,000 gallons

N/A
N/A
N/A

N/A
N/A
N/A

10' Meier(Construction)
First 1,475,000 gallons
Over 1,475,000 gallons

N/A
N/A

2.4000
3.7083

First345,000 gallons
345,001 to 1,725,000 gallons
Over 1,725,000 gallons

N/A
N/A
NIA

N/A
N/A
N/A

I



2.1891

2.1891

2.1891

2.1891

2.1891

2.1891

2.1891

2.1891

2.1891

2.1891

J
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Arizona Water Company . Western Group . Pinal Valley
Docket No. W-01445A-15-0277
Test Year Ended December 31, 2014
Test Year Ended December 31, 2010

MonthlyUsageCharge Present
Company

Pronnsed Rates
RUCO

Recommended Rates

5/8' x 314' Meter(Sale for Resale)
All Gallons 1 .5500 2.4000

3/4' Meter (Sale for Resale}
All Gallons N/A 2.4000

1' Meter (Sale for Resales
All Gallons 1 .5500 2.4000

1 1/2' Meter (Sale for Resale)
All Gallons 1 .5500 2.4000

2°  Meter (Sale for Resale)
All Gallons 1 .5500 2.4000

3' Meter (Sale for Resale)
All Gallons 1.5500 2.4000

4' Meter (Sale for Resales
All Gallons 1 .5500 2.4000

6' Meter (Sale for Resale)
All Gallons 1 .5500 2.4000

8' Meter(Sale for Resale)
All Gallons 1 .5500 2,4000

10' Meter (Sale for Resale)
All Gallons 1 .5500 2.4000

I



BEFORE THE ARIZONA CORPORATION COMMISSION

IN THE MATTER OF THE APPLICATION OF
ARIZONA WATER COMPANY, AN ARIZONA
CORPORATION, FOR A DETERMINATION
OF THE FAIR VALUE OF ITS UTILITY
PLANT AND PROPERTY, AND FOR
ADJUSTMENTS TO ITS RATES AND
CHARGES FOR UTILITY SERVICE
FURNISHED BY ITS WESTERN GROUP
AND FOR CERTAIN RELATED
APPROVALS.

Docket No. W-01445A_15-0277

RUCO'S NOTICE OF FILING

The RESIDENTIAL UTILITY CONSUMER OFFICE ("RUCO") hereby provides notice of

filing the Direct Testimony of David p. Tenney in support of the Settlement Agreement, in the

above referenced matter.
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Direct Settlement Testimony of David Tenney
Arizona Water Company
Docket No. W-01445A-15~0277

EXECUTIVE SUMMARY

The Arizona Residential Utility Consumer Office ("RUCO") presents the
direct testimony of Mr. David Tenney, Director of RUCO, in support of the
Proposed Settlement Agreement ("Settlement" or "Agreement") on Arizona
Water Company's (Western Region) request for a permanent rate
increase. Mr. Tenney recommends that the Arizona Corporation
Commission adopt the Proposed Settlement Agreement for the following
reasons:

The Proposed Settlement Agreement reflects an outcome that is fair to
both the ratepayer and Arizona Water Company and is in the public
interest.

1
2
3
4
5
6
7
8
g

10
11
12
13
14
15
16
17
18
19
20
21

The Proposed Settlement Agreement is a comprehensive settlement
agreement. Its terms settle a wide range of issues that were of interest to
the parties.

RUCO supports the Proposed Settlement Agreement in its entirety
because it contains numerous benel9ts to the consumer which will be
discussed in Mr. Tenney's testimony.

22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

l

The Proposed Settlement Agreement resolves several areas of
Importance to RUCO in the underlying rate case including, 1) Deferral of
tank maintenance costs and Nitrate plant construction and operating costs
for consideration of recovery in a future rate case, 2) Cost of Equity of
10.0 percent, 3) Company to adjust amortization period for M8J CAP
charges from 20 years to 25 years, 4) AWC will maintain its accumulated
depreciation balances and depreciation calculations in accordance with
the Arizona Administrative Code, 5) The Company will maintain its
account structure in accordance with the National Association of
Regulatory Utility Commissioners ("NARUC") Uniform System of Accounts
("USOA"), and 6) AWC agreed that going forward it will use its best good
faith efforts to reduce its cost of debt, and that any future debt will be
prudently incurred under the most reasonable terms and lowest cost
reasonably available. These issues were addressed satisfactorily in the
Proposed Settlement Agreement and will be explained more fully in Mr.
Tenney's testimony.

i
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1 INTRODUCTION a

2 Please state your name, occupation and business address for the

3 record.

4 I

5

6

My name David Tenney. am Director for the Arizona Residential Utility

Consumer Dffice ("RUCO"). My business address is 1110 W. Washington

Street, Suite 220, Phoenix, Arizona 85007.

7

8 Please state your background and qualifications for the record.

9

10

11

12

13

I joined RUCO in March of 2015. I served on the Navajo County Board of

Supervisors, representing rural Arizona, from 2004 through 2015. I served

as president of the County Supervisors Association of Arizona and was

Chairman of the Navajo County Board of Supervisors. In addition, I have

served on a number of local, state and national committees, including the

14 Natural Resources Working Group, the Navajo County Regional

15

16

17

18

19

Development Council, the Silver Creek Watershed Alliance Board, the

County Supervisors' Association Legislative Policy Committee, Eastern

Arizona Counties Organization, Environmental Economic Communities

Organization and the Four Forest Restoration Initiative Steering

Committee.

20

2'I What is the purpose of your testimony?

22

23

The purpose of my testimony is to explain RUCO's support of the Arizona

Water Company's Western Region Settlement Agreement. ("Agreement").

1

I

A.

Q.

A.

Q.

A.

Q.

H
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1 Q. Have you participated in other settlement negotiations?

2

3

Yes. I have participated in settlement negotiations in other matters that

have come before the Arizona Corporation Commission ("ACC" or

4

5

"Commission"). These negotiations have resulted in reaching an accord

with the utility and the other settling parties, leading to the signing and

6 support of a settlement agreement.

7

8 THE SETTLEMENT PROCESS

9 Q.

10

Was the negotiation process that  resul ted in the Settlement

Agreement a proper and fair process?

11 Yes. The Agreement is the result of several hours of negotiation and a

12

13

14

15

willingness among the parties to compromise. The negotiations were

conducted in a fair and reasonable way that allowed each party the

opportunity to participate. Furthermore, all parties were allowed to express

their positions fully.

16

17

18

Did all the parties sign the Agreement?

Yes. All parties in this case have agreed to this Settlement.

19

20 Q.

21

Why is a negotiated settlement process an appropriate way to

resolve this matter?

22

23

A settlement agreement, by its very nature, finds an acceptable middle

ground that the parties can support. All parties that participated in the

2

1

A.

A.

Q.

A.

A.

H
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1 settlement talks were sophisticated parties who participated fully in the

2 ACC's regulatory processes.

3

4

5

6

7

8

Settlement negotiations began only after each party had the opportunity

to analyze AWC's filing for its Western Region, file its direct and rebuttal

testimonies, and read the direct testimony of other interveners. Of course,

the Agreement in no way eliminates the ACC's constitutional right and

duty to review this matter and to make its own determination whether the

9 Agreement is truly balanced and the rates are just and reasonable.

10

11 SUMMARY OF TESTIMONY

12 Please summarize your testimony.

13

14

15

16

The Agreement reflects an outcome that is fair to both the consumer and

AWC's Western Region and is in the public interest. Furthermore, this is a

comprehensive agreement that by its very terms settle a wide range of

issues that were of interest to the parties.

17

18

to

20

21

22

23

RUCO supports the Agreement because it contains numerous benefits to

the consumer. Those benefits include, 1) deferral of tank maintenance

expense and Nitrate plant construction costs and operating expenses to a

future rate case for consideration of recovery, 2) cost of equity of 10.0

percent; 3) increasing the deferral period on M8<l CAP charges from 20

years to 25 years, 4) requiring the Company to comply with the Arizona

3

4

A.

Q.
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1

2

3

4

5

Rules and Regulations in maintaining proper depreciation accounting

records, 5) requiring the Company to comply with the proper version of

Uniform System of Accounts ("USOA") as published by the National

Association of Regulatory Utility Commissioners ("NARUC"), and 6) going

forward AWC will use its best efforts to reduce its cost of debt.

6

7 These benefits are addressed satisfactorily in the Agreement and will be

8 explained further in the following section in my testimony

9

10 SETTLEMENT PROVISIONS

11 Q. In summary, what are the benefits to the residential consumer?

12 Among the more significant benefits to the residential consumer:

13 c

14

15

16

17

18

19
1

20 •

21

22

Deferral of tank maintenance costs and Nitrate plant construction costs

and operating expense. AWC was requesting that tank maintenance

costs be collected annually in even amounts for a period of fourteen

years and recovery of nitrate plant construction costs and expenses as

the plant was completed and placed in service but prior to the next rate

case filing. The Company has agreed to defer these costs until the

next rate case filing. (Section 5.0 and Section 6.2)

Cost of Equity of 10.0% - in its initial filing AWC requested a 10.75%

Cost of Equity. As per the Settlement, the parties agreed to a 10.0%

Cost of Equity. (Section 3.1 )

4

A.

I'll
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1 • The Company agreed to adjust the amortization period of the M8J 'CAP

2

3 •

charges from 20 years to 25 years. (Section 6.4)

Compliance with Arizona Administrative Code Accumulated

4

5

Depreciation balances will be maintained in accordance with the

requirements as set forth in the Arizona Administrative Code. A

6

7

depreciation study will be performed and accumulated depreciation

balances will be maintained in accordance with Arizona's requirements

8

9

and will be in place for all rate case filings with a test year ending in

2017 and thereafter. (Section 6.8)

10 •

11

12

13

The Signatory Parties agree that AWC shall convert its Uniform

System of Accounts ("USOA") to the 1996 version of NARUC USOA,

but will continue using the current version until filing its next rate case

that uses a 2017 test year.

14

15 reduce its cost of debt,

16

AWC agrees that going forward it will use its best good faith efforts to

and that any future debt will be prudently

incurred under the most reasonable terms and lowest cost reasonably

17 available.

18

19 PUBLIC INTEREST

20 Q. How is the public interest satisfied by the Agreement?

21

22

23

The Agreement satisfies the public interest from RUCO's perspective in

that it provides favorable terms and protections for residential consumers

as defined above. The Agreement also satisfies the public interest by

5

4 I

A.

I'll
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1

2

providing a fair and balanced approach to addressing the Company's, and

all intervening parties, concerns on required costs and revenue.

3

4 Q. Does this conclude your testimony on the Agreement?

5 Yes it does.

l

A.

6
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Operating IncomeAauftrnent No. 3 - Vehicle:
Operating Income Ae.1§a.vz'ment No. 4 - L49 Inncranee
Operating Income Ac uortfnent No. 5 - Rate Care Expense...
Operating Income Aepfnftment No. 6 - DepreciationE.>¢en.re ..
Operating Ineonze Aajustfnent No. 7 - Income Tax Expen.fe ..
OperatingIneorne A4u.rt1nent No. 8 .- Prepay TaxEpense...
WhiteTank Operating Income .Yumnzag/...
Operating Income AipfuftrnentNo. 1 - What/Jer Nornea/iqation and Dee./iningU.fage...

OperatingIneorne Ac mrtrnent Na. 2 - .Ya/arie.r and Wager...
Operaang Income Ac§u.rtfnent No. 3 .- Ve/Jie/ef...
OperatingIncome A4nJrtfnent No. 4 - LifeImwranee...
Operating IncomeAeyuftrnentNa. 5 - Rate CafeExpense...
Operating Ineorne Au:tment Na.6 .- DqwreaationExpense ..
Operating Income Adjust/nent No. 7 -. Income Tax Expense...
Operating IncomeAdjustmentNo. 8 - Property TaxExpense...

,.26

,.26
,.29
..30
37

,37
..33

.Jo

..34

..35

..35

..58
39

..40

..47

..42

..43
,.43



l

.4/o Operating Ineorne Surnnzag/...
Operating Ineurne Azuftwenf No. 1 - Weather Nonnakqation and Dee/ining Usage...
Operating Income Ar/.lyustment No. 2 - Salaries and Wages...
Operating Ineowe Aaynfinlent Na. 4 ... L49 Infnranee
Operating Ineorne Aajnftrnen! No. 5 - Rate Ca.reEagbenxe...
Operating Ineofne Aznnrtnzent Na. 6 .- Depreaatian Expense
Operating Inearne Aanftrnent No. 7 - Income Tax Eagbenfe...
Operating IncomeAI:t1nenz' No. 8 - Propers/ Tax Expense...

..44

..44

..47

..48
,.49
..J'0

57
..57

UNIFORM SYSTEM OF ACCOUNTS .|

ACCUMULATED DEPRECIATION..

CENTRAL ARIZONA PROJECT TRBATMENTS ..

.52

.55

.57

..57

..58

..58
.60

Water Ute P/an..
Accounting order...
CAP Surebarge...
O j f i t e Faciligl Fee...

SYSTEM IMPROVEMENT BENEFIT ("SIB") SURCHARGE ..

ARSENIC COST RECOVERY MECHANISM ("ACRM") ..

NITRATE COST RECOVERY MECHANISM ("NCRM") an

PURCHASED POWER ADJUSTMENT MECHANISM ("PPAM") al

.61

.63

.65

.67

SCHEDULES

PINAL VALLEY WATER SERVICE AREA (Casa Grande, Coolidge, and Stare/nil

Revenue Requirement...

Gross Revenue Conversion Factor..

Rate Base - Original Cost/Fair Value...

Summary of Original Cost Rate Base Adjustments...

Rate Base Adjustment No. 1 -.. Post-Test Year Plant ..

Rate Base Adjustment No. 2 - Allowance for Working Capital...

NOT USED |.

NOT USED » 4

NOT USED 4.

Operating Income Statement - Adjusted Test Year and Staff Recommended ..

Summary of Operating Statement Income Adjustments - Test Year...

Operating Income Adjustment No 1 - NOT USED

Operating Income Adjustment No 2 .- Salaries and Wages...

Operating Income Adjustment No 3 - Vehicles

. BAB-1

. BAB-2

. BAB-3

, BAB-4

, BAB-5

. BAB-6

. BAB-7

. BAB-8

| BAB-9

.BAB-10

. BAB-11

.BAB-12

.BAB-13

o BAB-14a



Operating Income Adjustment No 4 - Insurance ..

Operating Income Adjustment No 5 .-_ Rate Case Expense

Operating Income Adjustment No 6 - Depreciation...

Operating Income Adjustment No 7 - Income Taxes...

Operating Income Adjustment No 8 - Property Taxes

.BAB-14b

. BAB-14c

.BAB-15

.BAB-16

.BAB-17

WHITE TANK WATER SERVICE AREA

Revenue Requirement... -

Gross Revenue Conversion Factor..

Rate Base .- Original Cost/Fair Value...

Summary of Original Cost Rate Base Adjustments...

Rate Base Adjustment No. 1 - Post-Test Year Plant ..

Rate Base Adjustment No. 2 -.- Allowance for Working Capital

NOT USED |.

NOT USED ..

NOT USED .-

Operating Income Statement - Adjusted Test Year and Staff Recommended ..

Summary of Operating Statement Income Adjustments - Test Year...

Operating Income Adjustment No 1 - Weather Normalization and Declining Usage...

Operating Income Adjustment No 2 - Salaries and Wages...

Operating Income Adjustment No 3 - Vehicles ..

Operating Income Adjustment No 4 - Insurance ..

Operating Income Adjustment No 5 .- Rate Case Expense...

Operating Income Adjustment No 6 - Depreciation...

Operating Income Adjustment No 7 -- Income Taxes...

Operating Income Adjustment No 8 -.- Property Taxes

. BAB-1

, BAB-2

| BAB-3

. BAB-4

. BAB-5

I BAB-6

. BAB-7

1 BAB-8

o BAB-9

. BAB-10

I BAB-11

. BAB-12

.BAB-13

/ BAB-14a

~.BAB_14b

. BAB~14c

. BAB-15

.BAB-16

. BAB-17

A_]O WATER SERVICE AREA

Revenue Requirement...

Gross Revenue Conversion Factor..

- Griginal Cost/Fair Value...

Summary of Original Cost Rate Base Adjustments...

Rate Base

1 BAB-1

. BAB-2

1 BAB-_

. BAB-4



I l

Rate Base Adjustment No. 1 - Post-Test Year Plant ..

Rate Base Adjustment No. 2 .- Allowance for WorlNng Capital...

NOT USED 04

NOT USED nm

NOT USED ..

Operating Income Statement - Adjusted Test Year and Staff Recommended

Summary of Operating Statement Income Adjustments - Test Year...

Operating Income Adjustment No 1 .- Weadler Normalization and Declining Usage...

Operating Income Adjustment No 2 - Salaries and Wages...

Operating Income Adjustment No 3 - NOT USED...

Operating Income Adjustment No 4 .- Insurance ..

Operating Income Adjustment No 5 .- Rate Case Expense

Operating Income Adjustment No 6 .- Depreciation...

Operating Income Adjustment No 7 - Income Taxes...

Operating Income Adjustment No 8 .- Property Taxes

1 BAB~5

. BAB~6

» BAB~7

. BAB-8

. BAB-9

, BAB-10

. BAB-11

. BAB-12

1 BAB-13

| BAB-14a

.BAB-14b

n BAB-14c

. BAB-15

. BAB-16

. BAB-17

ATTACHMENTS

Staff Data Request BAB-4.1, 5.1, and 8.1 ..
Staff Data Request BAB-2.12c and 2.13 ..
Staff Data Request BAB-4.5 ..
Staff Data Request BAB-1.17
Staff Data Request BAB-2.2 ..
Data Request RUC0-4.01
Staff Data Request BAB-2.3 ..

.A
.B
,.C
.D
..E
.F
.G



EXECUTIVE SUMMARY
ARIZONA WATER COMPANY, INC.

WESTERN GROUP
DOCKET no. W-01445A-15-0277

Arizona Water Company, Inc. ("AWC" or "Company") is a certificated Arizona public
service corporation that provides water service throughout the State of Arizona. The Company's
water systems are grouped into the Northern, Easter, and Western Groups. The Northern group
is comprised of the Navajo and Verde Valley Water Service Areas; the Eastern group is comprised
of the Superstition, Cochise, and Falcon Valley Water Service Areas; and the Western group is
comprised of due Penal Valley, White Tank and Ago Water Service Areas. The Company's last rate
increase was approved in Decision No. 74081, dated September 23, 2013, for the Northern group.

On August 21, 2015, the Company Hledan applications for a rate increase for its Western
group: Penal Valley Water Service Area (comprised of the Casa Grande, Coolidge, and Stanfield
sub-systems); W/bite Tank Water Service Area; and Ago Water Service Area. The rates for the
Western group were established in Decision No. 73144, dated May 1, 2012.

The testimony of Briton A. Baxter presents Staffs recommendations in the areas of rate
base, operating income, revenue requirement, the arsenic cost recovery mechanism ("ACRM"), the
nitrate cost recovery mechanism ("NCRM"), the various Central Arizona Project ("CAP") issues
and the Purchased Power Adjustor Mechanism ("PPAM"). .

RATE APPLICATION:

Pima/ Va//gy Water Serwiw Area

The Company proposes rates that would increase operating revenue by §$5,351,'/81, or 28.98
percent from $18,467,889 to $23,819,670. The proposed revenue increase would produce an
operating income of $5,478,045 for an 8.93 percent rate of return on the Company proposed fair
value rate base ("FVRB") of $61,344,294 which is also the proposed original cost rate base
("OCRB").

Staff recommends rates that would increase operating revenue by $3>3986668 or 1840
percent from $18,467,889 to $21,866,551 Staffs recommended revenue increase woad produce an
operating income of $4,640,958 for an 8.02 percent rate of return on the Staff recommended FVRB
and OCRB of 357,867,309

W'/aife TankWafer Service Area

The Company proposes rates that would increase operating revenue by $561,725, or 24.31
percent from $2,310,991 to $2,872,716 The proposed revenue increase would produce an operating
income of $456,122 for an 8.93 percent rate of return on the Company proposed FVRB of
35,107,754 which is also the proposed OCRB.

1 On july 31, 2015 ARC Bled a "Notice of Intent to File General Rate Case and Request for Accounting OIdeI". On
August 21, 2015 ARC Bled its application and 12 amendments to its application.

1



Staff recommends rates that would increase operating revenue by $334,737 or 14.42 percent
from $2,321,542 to $2,656,279 Staffs recommended revenue increase would produce an operating
income of $405,691 for an 8.02 percent rate of return on the Staff recommended FVRB and OCRB
of $155,058,486

40 Wafer _Yen/ive Area

The Company proposes rates that would increase operating revenue by $94,279, or 21.53
percent from $437,888 to $532,167. The proposed revenue increase would produce an operating
income of $86,240 for an 8.93 percent rate of return on the Company proposed FVRB of $965,736
which is also the proposed OCRB.

Staff recommends rates that would increase operating revenue by $55,510 or 12.61 percent
from $440,253 to $495,763. Staffs recommended revenue increase would produce an operating
income of $76,108 for an 8.02 percent rate of return on the Staff recommended FVRB and OCRB
of $948,972.

OTHER ITEMS:

The Company seeks Commission approval (1) for various regulatory treatments of CAP
costs, (2) authorization to implement a System Improvement Benef it ("SIB") surcharge, (3)
continuation of the ACRM, (4) creation of a NCRM, and (5) reinitiating a PPAM.

Staff recommends:

1. That the Company be ordered to start using the most current version of the National
Association of Regulatory Utility Commissioners ("NARUC") Uniform System of
Accounts ("USoA"), at present the 1996 version, within 180 days of the effective
date of the decision in this matter. That the Company's next rate case filing for any
of its groups not be found sufficient if the Company is not using the most current
version of the NARUC USoA.

That the Company be ordered to start maintaining accumulated depreciation reserve
balances by plant property group on a going forward basis.

That the Company's 2015 CAP use plan be approved.

4. That the Commission authorize an accounting order that would a]1ow the Company
to defer $357,500 in 2015 CAP charges over a three year period or $119,167 per year.

5. That the Commission approve a CAP Surcharge mechanism under the following
conditions:

2.

3.

a. That the Company File in this Docket, a surcharge approval request once the
CAP costs become known and measurable based on actual deliveries beyond
what is included in base rates in this case.



b. That the Company recover any increased portion of the deferred CAP M&I
capital charges found to be used and useful over a 20 year period consistent
with prior treatment.

c. That any continuation of CAP surcharges be reviewed in the Company's next
rate case.

6. That an off-site facil i t ies fee be authorized using the specif ic caitif f  language
contained in Exhibit A of the testimony of Mr. Frank Snaaila, Staffs engineedim
witness.

7. Denial of the SIB mechanism.

8. That the Commission continue authorization for an ACRM that preserves eligibility
for an ACRM surcharge limited to only the new arsenic treatment facilities at Wells
No. 13 and 34 in the Penal Valley Service area. Whether additional project specific
ACRM surcharges are granted should be reserved and subject to further review upon
each application by due Company for an ACRM surcharge.

9. That the Commission put the Company on notice that any additional arsenic
treatment facilities that will be required at some unidentif ied point in the future,
beyond the projects at Well Nos. 13 and 34, will be evaluated for possible inclusion
in rate base through the nonna rate case process.

10. Denial of the requested NCRM.

11. That the Commission approve a PPAM with the following conditions:

a. ARC is allowed to pass through to its customers the increase or decrease in
purchased power costs that result from a rate change from any regulated
electric service provider supplying retail service to ARC.

b. Within 90 days of the Decision for this rate filing, AVG must file a Plan of
Administration ("POA") for the PPAM for Commission approval.

C. AWCvviH only recover increases or refund decreases that are due to changes
in purchased power rates.
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1 IN RODU CTION

2 Q. Please state your name, occupation, and business address.

3 A.

4 or

5

My name is Briton A. Baxter. I am a Public Utilities Analyst V employed by the Arizona

Corporation Commission ("ACC" "Comlnission") in the Utilities Division ("StafF'). My

business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities as a Public Utilities Analyst V.

8 A.

9

10

11

I am responsible for the examination and verification of financial and statistical information

included in utility rate applications. In addition, I develop revenue requirements, prepare

written reports, testimonies, and schedules that include Staff recommendations to the

Commission. I am also responsible for testifying at formal hearings on these matters.

12

13 Q. Please describe your educational background and professional experience.

14 A.

15

16

In 2003, I graduated from Nordiern Arizona University, receiv ing a Bachelor of Science

degree in Accountancy with a public accounting cerdNcate. Prior to joining the Commission

in 2013, I spent 10 years width the Arizona Cffice of the Auditor General. I have experience

17

18

19

20

conducting performance audits of  school districts and preparing statewide reports on

classroom spending, which required a large amount of data collection, validation and analysis.

Since joining the Commission, I have completed six water rate cases and a prudence review

for a regulated natural gas utility to build an LNG facility as well as attended various trainings

21

22

on rate making topics including the National Association of Regulatory Utility

Commissioners ("NARUC") Utility Rate School in May of 2014.

23

24 Q. What is the scope of your testimony in this case?

25 A.

26

I am presenting Staffs analysis and recommendations in the areas of rate base and operating

revenues, expenses, and rate design regarding the Arizona Water Company, Inc. ("ARC" o r

|
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1

2

3

"Company") application for a permanent rate increase. My rate design testimony will be Bled

separately at a later date. Staff witness, Mr. David Purcell, is presenting Staffs cost of capital

recommendations. Staff witness, Mr. Frank Smaila, is presenting StafFs engineering analysis

4 and recommendations.

5

6 Q. What is the basis of your recommendations?

7

8

9

10~

11

12

I performed a regulatory audit of the Company's application to determine whether sufficient,

relevant, and reliable evidence exists to support the Company's requested rate increase. The

regulatory audit consisted of examining and testing the financial infonnation, accounting

records, and other supporting documentation and verifying that the accounting principles

applied were in accordance nth the Commission-adopted NARUC Uniform System of

Accounts ("USoA") and GenerMy Accepted Accounting Principles.

13

14 BACKGROUND

15 Q. Please provide a brief description of AWC and the service it provides.

16 A.

17

18

19

20

21

22

ARC is a certified Arizona public service company that provides water service throughout

the state of Arizona. The Company's water service areas are grouped into the Northern,

Eastern and Western Groups. The Northern Group is comprised of the Navajo and Verde

Valley Water Service Areas; the Eastern Group is comprised of die Superstition, Cochise, and

Falcon Valley Water Service Areas; and the Western Group is comprised of the Ago, Penal

Valley, and V(/hite Tank Water Service Areas. The Company's last rate increase was approved

in Decision No. 74081, dated September 23, 2013, for the Northern group.

23

24 On August 21, 2015, the Company Bled an applications for a rate increase for its Western

25 group: Penal Valley Water Service Area (comprised of the Casa Grande, Coolidge, and

l

2 On July 31, 2015 ARC filed a 'Notice of Intent to File General Rate Case and Request for Accounting Order". On
August 21, 2015 ARC Bled its application and 12 amendments to its application.

|

A.
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1

2

Stanfield sub-service areas); White Tank Water Service Area; and Ago Water Service Area.

The rates for the Western group were established in Decision No. 73144, dated May 1, 2012.

3

4 Q. What is the primary reason for AWC's requested permanent rate increase?

5 A.

6

7

The Company stated that the primary reason for filing this rate case was to make full use of

the Western Group's Central Arizona Project ("CAP") allocations as well as to capture

increases in utility plant investments, increased operating expenses and to update the cost of

8 capital.

9

1 0 CONSUMER sERvicE

11 Q. Please provide a brief history of customer complaints received by the Commission

12 regarding AWC.

13 A. Staff reviewed the Commission's records from January 1, 2013, to January 21, 2016, and

14 found the following:

15

16 2016

17 2015

18 service, SIX

one complaint related to quality of service;

41. complaints (16 bill ing, two deposits, two new serv ice; eight quality of

three rates and tari f fs; three companydisconnect/ termination;

19 policy/procedures; and one rules and regulations question);

20 2014 22 complaints (nine billing, one new service; one service; two repair; eight

21 disconnect/termination; and one company policy); and

22 2013 32 complaints (20 bil l ing; two quality of  serv ice; one new serv ice; f ive

23 disconnect/termination; one constlcuction; and dorree rates and tariffs)

24

25 One complaint remains open (pending investigation). All other complaints have been

resolved and closed.26
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1 COMPLIANCE

2 Q. Please provide a summary of the compliance status of AWC.

3 A. A check of the Compliance database indicates that there are currently no delinquencies for

4 ARC.

5

6 SUMMARY OF PROPOSED REVENUES

7 Q. Please summarize the Company's Being.

8 A. The Company proposed the following for each of its individual service areas in the Western

9 Group:

10

11 Pima] Va//gy Wafer Service Area

12

13

14

15

16

The Company proposes .rates that would increase operating revenue by $5,351,781, or 28.98

percent from $18,467,889 to $23,819,670 The proposed revenue increase would produce an

operating income of $5,478,045 for an 8.93 percent rate of return on the Company proposed

fair value rate base ("FVRB") of $61>344,294 which is also the proposed original cost rate

17 base ("OCRB").

18

19 White Tank Water Seruife Area

20

21

22

23

24

The Company proposes rates that would increase operating revenue by $561,725, or 24.31

percent from $2,310,991 to $2,872,716 The proposed revenue increase would produce an

operating income of $456,122 for an 8.93 percent rate of return on the Company proposed

FVRB of $5,107,754 which is also the proposed OCRB.

25
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1 ,/'Y0 Water Sen/ice Area

2

3

4

5

6

The Company proposes rates that would increase operating revenue by $94,279, or 21.53

percent from $437,888 to $532,167. The proposed revenue increase would produce an

operating income of $86,240 for an 8.93 percent rate of remen on the Company proposed

FVRB of $965,736 which is also the proposed OCRB.

7

8 Q. Please summarize Staffs recommendations.

9 A. Staff recommends the following for each of the Company's service areas in the Western

10 Group:

11

12 Pima/ Va//gy Wafer Service Area

13

14

15

16

17

Staff recommends rates flat would increase operating revenue by $3,398,668 or 18.40 percent

from $18,467,889 to $21,866,551 Staffs recommended revenue increase would produce an

operating income of $4,640,958 for an 8.02 percent Tate of returnon the Staff recommended

FVRB and OCRB of $57,867,309 as shown on Schedule BAB-1 .

18

19 W/2i!e Tame Wafer Service Area

20

21

22

23

Staff recommends rates that would increase operating revenue by $334,737 or 14.42 percent

from $2,321,542 to $2,656,279 Staffs recommended revenue increase would produce an

operating income of $405,691 for an 8.02 percent rate of return on the Staff recommended

24 PVRB and OCRB of $5,058,486 as shown on Schedule BAB-1.

25
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1 /]0 Wafer fervid Area

2

3

4

Staff recommends rates that would increase operating revenue by $55,510 or 12.61 percent

Staffs recommended revenue increase would produce anfrom $440,253 to $495,763.

5

6

operating income of $76,108 for an 8.02 percent rate of return on the Staff recommended

FVRB and OCRB of $948,972 as shown on Schedule BAB-1.

7

8 Q. What test year did the Company utilize in this filing?

9 A. ARC's test year is the twelve months ended December 31, 2014.

10

11 Q- Please summarize Staffs rate base and operating income adjustments for AWC.

12 A. Staffs testimony discusses the following adjusmlentS:

13

14 Pima/ Va//gy Rafe Bare Adju:z7fzenf.f

15

16

17

18

Post-Test Year Plant .-- This adjustment decreases rate base by a net $3,208,287 to reflect the

post-test year plant additions found to be not used and useful and the updated costs of the

completed projects.

19

20

21

22

Allowance for cash working capital -. This adjustment decreases rate base by a net $268,698

to reHect the updated working cash requirement component of the allowance for cash

working capital using Staffs recommended adjustments to operating revenues and expenses.

23
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1 White Tank Rate Base AdjWtmemif

2

3

4

5

Post-Test Year Plant - This adjustment decreases rate base by a net $72,481 to reflect the

post-test year plant additions found to be not used and useful and the updated costs of the

completed projects.

6

7

8

9

Allowance for cash working capital- This adjustment increases rate base by a net $23,213 to

reflect the updated working cash requirement component of the allowance for cash working

capital using Staffs recommended adjustments to operating revenues and expenses.

10

I 11 Ala Rafe Bare Aajusimentf

12

13

14

15

Post-Test Year Plant .- This adjustment decreases rate base by a net $12,585 to reflect the

post-test year: plant additions found to be not used and useful and the updated costs of the

completed projects.

16

17

18

19

Allowance for cash working capital.... This adjustment decreases rate base by a net $4,179 to

reflect the updated working cash requirement component of the allowance for cash working

capital using Staffs recommended adjustments to operating revenues and expenses.

20

21 Pima/ Va//9 Operating Income AajuJ°!t/zemir

22

23

24

25

26

Salaries and Wages - This adjustment decreases the level of salaries and wages proposed by

the Company by a net of $231,579 to reflect Staffs recommended salaries and wage expense

and to adjust for vacant post-test year positions that were included in the Company's pro

forma salaries and wage expense but were not Filled.
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1 Vehicles This adjustment decreases expenses associated with vehicle operating costs by a

2 net of $18,154 because these vehicle costs related t o the vacant post-test year positions just

3 noted.

4

5 Life Insurance - This adjustment decreases administrative and general expenses to reflect an

6 adjustment to r_educe life insurance expenses by $16,013.

7

8 Rate Case Expense - This adjustment decreases administrative and general expenses to reflect

9 an adjustment to reduce rate case expenses by $44,156.

10

11 Depreciat ion & Amort izat ion Expense - This adjustment decreases depreciat ion &

12 amortization expense by $305,199 to reflect StafFs recommended adjustments to plant in

13 service.

14

15

16

Income Tax Expense __ This adjustment increases federal income tax expenses by $232,155

and increases state income tax expenses by $39,881 to ref lect Staf fs recommended

17 adjustments to taxable income.

18

19

20

Property Tax Expense - This adjustment increases property tax expense by $129 to reflect

Staffs recommended adjustments to operating revenues.

21

22 White Tank Operating Income A q'/'ustmentf

23

24

25

26

W/eatherization and Declining Usage ._ This adjusunent increases revenues by $10,551 and

increases total operating expenses by $5,581 to reflect Staffs denial of the weatherizadon

adjustment and revised declining usage adjustment.

|
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1

2

3

4

Salaries and Wages - This adjustment decreases the level of salaries and wages proposed by

the Company by a net of $89,282 to reflect Staff's recommended salaries and wage expense

and to adjust for vacant post-test year positions that were included in the Company's pro

forma salaries and wage expense but were not Filled.

5

6 Vehicles This adjustment decreases expenses associated with vehicle operating costs by a

7 net of $5,899 because these vehicle costs related to the vacant post~test year positions just

8 noted.

9

10 Life Insurance - This adjustment decreases adrninisttadve and general expenses to reflect an

11 adjustment to reduce life insurance expenses by $1,237.

12

13 Rate Case Expense.- This adjustment decreases administrative and general expenses to reflect

14 an adjustment to reduce rate case expenses by $5,272.

15

16 Depreciation & AmortiZation Expense - This adjustment decreases depreciat ion 8:

17 amortization expense by $34,678 to reflect Staffs recommended adjustments to plant in

18 service.

19

20 Income Tax Expense .- This adjustment increases federal income tax expenses by $35,392

21 and increases state income tax expenses by $7,832 to ref lect Star{; 's recommended

22 adjustments to taxable income.

23

24 Property Tax Expense This adjustment increases property tax expense by $518 to reflect

25 Staffs recommended adjustments to operating revenues.

26
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1 40 Operating IncomeAdjunt/7zenz'.f

2

3

4

5

W/eatheNzation and Declining Usage - This adjusttfnent increases revenues by $2,365 and

increases total operating expenses by $1,950 to reflect Staffs denial of the weatherization

adjustment and revised declining usage adjustment.

6

7

8

9

10

Salaries and Wages -- This adjustment decreases the level of salaries and wages proposed by

the Company by a net of $2,179 to reflect StafFs recommended salaries and wage expense

and to adjust for vacant post-test year positions that were included in the Company's pro

forma salaries and wage expense but were not Ellled.

11

12

13

Life Insurance .- This adjustment decreases adrnimisttative and general expenses to reHeat an

adjustment to reduce life insurance expenses by $447.

14

15 .Rate Case Expense- This adjustment decreases administrative and general expenses to reflect

16 an adjustment to reduce rate case expenses by $958.

17

18 Depreciation 8: Amortization Expense - This adjustment decreases depreciat ion &

19 amortization expense by $1,947 to ref lect Staffs recommended adjustments to plant in

20 service.

21

22

23

Income Tax Expense - This adjustment increases federal income tax expenses by $1,451 and

increases state income tax expenses by $351 to reflect Staffs recommended adjustments to

24 taxable income.

25
3

V
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1 Property Tax Expense - This adjustment increases property tax expense by $106 to reflect

2 Staffs recommended adjustments to operating revenues.

3

4 RATE BASE

5 Fair Va/ue Rafe Bare

6 Q. Did the Company prepare schedules showing the elements of Reconstruction Cost

New Rate Base?7

8 No, the Company did not. The Company's Being treats the OCRB the same as the FVRB.

9

10 PINAL VALLEY RATE BASE

11 Rule B416 Sumrzzag/

12 Q. Please summarize StafFs adjustments to Penal Valley's rate base shown on Schedules

13 BAB-3 and BAB-4.

14 Staffs adjustments to Penal Valley's rate base resulted in a net decrease of $3,476,985, from

15 $61,344,294 to $57,867,309 due to various adjustments as discussed in Staffs testimony.

16

17 Rate Bare Aa'ju.rZmem' No. 1 .- P0s!-Ter! Year P/an!

18 Q. How muchPost-Test Year Plant is the Company proposing to include in rate base?

19 A. For Penal Valley, the Company is proposing inclusion of $9,122,687 in post-test year plant

20 additions.

21

22 Q_ What issuesdid Staff identifywith the Company's post-testyear plant additions?

23 A.

24

25

26

A.

A.

Staff identified two issues with the Company's post-test year plant additions. First, as shown

on Schedules B-2 Appendix pages 1 through 4, ARC captured the majority of the post-test

year plant projects using cost estimates. Second Staff identified several projects that were not

used and useful because theywere not in service by December 31, 2015, the cut-off Staff is
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1

2

applying to post-test year plant additions. This cutoff date coincides with the site visits as

detdled in the Engineering Report.

3

4 Q. What did Staff do to address the cost estimate issue?

5 A.

6

7

8

In Staff Data Requests ("DR") BAB 4.1, BAB 5.1 and BAB 8.13: Staff requested the actual

costs of the post-test year plant projects and the in~service dates. Using the Company's

responses, Staff made adjustments to reflect the actual costs booked to date for each listed

project.

9

10 Q. What are the resulting adjustments for Penal Valley due to estimated costs?

11 A.

12

As shown on Schedule BAB-5, Staff is recommending a total decrease to rate base for Penal

Valley of $608,176for the correction of estimated costs.

13
r

14 Q. Are there any other projects that might still require an adjustment?

15 A.

16

17

18

Yes. The adjustments Staff is recommending for cost estimates are as of November 30, 2015.

The following projects were determined by Staff to be in service but according to the

Company, costs were not yet Finalized due to outstanding invoices: 5164, 5165, 5260, 5296,

As the costs for these projects are5299, 5304, 5326, 5332, 5345, 5348, 5359, and 5362.

19 updated additional adjustments may be necessary.

20

21 Q. What projects were found to be Not Used and Useful?

22 A.

23

24

Staff compared the full list of post-test year projects listed on Schedule B-2 Appendix, to

information provided in response to Staff DR BAB 1.13, and the list of completed projects as

verified and noted in the Staff Engineering Report, projects 4806, 5166, 5324, 5325, and 5327

3 See Attachment A
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1 were found to be not used and useful. In addition, the projects described as "Blanket"

2 projects were found to be not used and useful.

3

4 Q. What adjustments were made to rate base to reflect the post-test year plant that Staff

5 is recommending be foundNot Used and Useful?

6 A.

7

As shown on Schedule BAB-5 Staff is recommending adjustments based on a not used and

useful determination. Staff recommends a decrease to rate base of $2,600,111 for Penal

8 Valley.

9

10 Q. Please discuss projects 4806 and 5166.

11 A.

12

13

Projects 4806 and 5166 are for arsenic treatment facilities/devices. As of the December

2015, on site visits conducted by the. Staff engineer, these projects were not completed,

Therefore, Staff has.found them to be not used and useful.

14

15 Q. Please discuss projects 5324, 5325 and 5327.

16 A.

17

18

19

These are post-test year projects planned for the Company's PhoenNi office. Project 5324 is

for upgrades to the Company's phone system. Project 5325 is to upgrade the building signs,

and project 5327 is to update the Company's website. None of these projects had been

completed as of Staffs December 31, 2015, cutoff date for post-test year plant.

20

21 Q. How did AWC allocate the Phoenix office post-test year plant additions to Pinar

22 Valley?

23 A.

24

25

26

The Company used a 3-factor allocation approach that is based on the ratios of each service

area's number of customers, gross plant less intangibles, and payroll to the companywide total

for each of these measures, to add the post-test year Phoenix office plant additions to the

Western Group. The allocation rate for Penal Valley was 0.3317 percent.

|
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1 Q. Please further discuss the "Blanket" projects.

2 A.

3

4

5

6

7

8

In Staff DR BAB 8.1, Staff requested additional information related to the projects listed as

"BM et"projects on the Company's Schedule B-2 Appendix page 1 Column A, page 3

Column B for Penal Valley. Based on the amounts, and the plant accounts used to record

these post-test year plant additions, Staff was unable to verify that these additions are used

and useful during the site visits. Staff intends to address these blanket projects further in

surrebuttal testimony, at which time Staff will be able to either conErrn that diesel projects are

or are not used and useful and will make any necessary adjusnnents.

9

10 Q. What is SteEPs recommendation?

11 A. Staff recommends a total decrease to rate base for the Penal Valley Service Area of $3,208,287

12 for post-test year adjustmeNts as shown on Schedules BAB-4 and BAB-5.

13

14 Rate Base Ac§u.¢z'ment No. 2 .- A/lou/anrefor Working Czgbital

15 Q. What components are included in the Company's proposed allowance for working

16 capital?

17

18

19

The Company's proposed allowance for working capital consists of four components. They

are working cash requirement, materials and supply inventory, required bank balances, and

payments & special deposits.

20

21 Q. Please describe StamPs working capital adjustment to rate base.

22

23

24

25

26

A.

A. Staff made no adjustments to the materials and supply inventory, required bank balances, and

payments & special deposits components. The Staff adjustments relate to the working cash

requirement component of the allowance for working capital only. The calculation of a

working cash requirement quantifies the amount of cash that a Company needs to operate.

Start's recommended adjustments are based on Staff recommended revenue and expense
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1

2

levels in the schedules. As expenses were increased or decreased in due revenue requirement

these were also increased or decreased in the working cash requirement.

3

4 Q. What basis did the Company use for its proposed allowance for cash working capital?

5 A. The Company's proposed allowance for working capital is based on a lead-lag study.

6

7 Q. What is the net result of the lead-lag factors?

8 A.

9

10

11

12

13

The timing of the collection of revenues was compared to the dining of each expense line

item the Company proposed. If the expense took longer to pay than to collect the revenue,

the Company receives the benefit of cash working capital and the opposite is true if the

expense is to be paid prior to the revenues being received. A net lead-lag factor for each

expense item was multiplied by the proposed expense to calculate the positive or negative

working capital required. .

14

15 Q. Did the Company's lead-lag study include all of the necessary components?

16 No. The Company's lead-lag study does not include interest expense.

17

18 Q. Has the Company proposed to exclude interest expense in any of its prior rate cases?

19 A.

20

21

Yes. Interest expense was excluded from the Company's proposed lead-lag study in the 2012

Eastern Group rate case, but was included in the settlement agreement adopted by the

Cornmission.4 Also in a prior Northern Group rate case in Decision No. 64282,5 die

22

23

Company's proposal to exclude interest expense from its lead-lag study was denied. The

Commission stated:

24
25
26

"The Company collects cash used to make interest payments prior to the
interest due date and, during the time Arizona Water has possession of these

4 Decision No. 74081.

5 Dated December 20, 2000.

|

A.
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1
2
3
4

funds, they are a source of cost-free cash that can be used by the Company
until making payments to creditors. Therefore, in accordance with the NARUC
methodology, Staff claims that its lead-lag study properly included interest
expense."

5

6

7

The Commission agreed that interest expense, which is a cash item available to the Company

for payment to creditors prior to the interest due date should be included in a lead-lag study.

8

9 Q. Is Staff recommending including interest expense as a component of the lead-lag

calculation 'm this case?10

11

12

Yes, Staffs adjustment includes synchronized interest expense, using the interest rate

recommended by Staffs Cost of Capital vsdtness Mr. David Parcels.

13

14 Q. What is Staffs recommendation?

15 A. Staff recommends a reduction of the allowance for working capital for Penal Valley of

16 $268,698 as shown on Schedule BAB-6.

17

18 WHITE TANK RATE BASE

19 Rare Base Summagf

20 Q. Please summarize Staffs adjustments to White Tad<'s rate base shown on Schedules

21 BAB-3 and BAB-4.

22 StafFs adjustments to White Tank's rate base resulted in a net decrease of $49,268, from

23 $5,107,754 to 355,058,486 due to various adjustments as discussed in Staffs testimony.

24

25 Rafe Bare Aa]lzz.fi/went No. 7 - Paxon-Tex! Year P/ant

26 Q. How muchPost-Test Year Plant is the Company proposing to include in rate base?

27 A. For White Tank, the Company is proposing inclusion of $541,050 in post-test year plant

28

A.

A.

additions .

i
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1 Q. What issues did Staff identify with the Company's post-test year plant additions?

2 A.

3

4

5

6

7

Staff identified two issues with the Company's post-test year plant additions. First, as shown

on Schedules B-2 Appendix page 5, ARC captured the post-test year plant projects using

cost estimates. Second Staff identified several projects that were not used and useful because

they were not in service by December 31, 2015, the cut-off Staff is applying to post-test year

plant additions. This cutoff date coincides with the site visits as detailed in the Engineering

Report.

8

9 Q. What did Staff do to address the cost estimate issue?

10 A.

11

12

In DRs BAB 4.1, BAB 5.1 and BAB 8.1, Staff requested the actual costs of the post-test year

plant projects and the in-serv ice dates. Using the Company's responses, Staff made

adjustments to reflect the actual costs booked to date for each listed project.

13

14 Q. What are the resulting adjustments for the White Tank Service Areas due to estimated

15 costs?

16 As shown o n Schedule BAB-5, Staff is recommending 2. total increase of $20,955 for White

17 Tank for the correction of estimated costs.

18

19 Q. Are there any other projects that might still require an adjustment?

20 A.

21

22

23

Yes. The adjustments Staff is recommending for cost estimates are as of November 30, 2015.

Project 5326 was determined by Staff to be in service but according to the Company, costs

were not yet finalized due to outstanding invoices. As the cost for this project is updated an

additional adjustment may be necessary.

24

A.
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1 Q. What projects were found to be Not Used and Useful?

2 A.

3

4

5

Staff compared the full list of post-test year projects listed on Schedule B-2 Appendix, to

information provided in response to Staff DR BAB 1.13, and the list of completed projects as

verified and noted in the Staff Engineering Report, projects 5324, 5325, and 5327 were found

to be not used and useful. In addition, the projects described as "Blanket" projects were

6 found to be not used and used.

7

8 Q. What adjustments were made to rate base to reflect the post-test year plant that Staff

9 is recommending be found Not Used and Useful?

10

11

As shown on Schedule BAB-5 Staff is recommending adjustments based on a not used and

useful determination. Staff recommends a decrease to rate base of $93,436 for W7hite Tank.

12

13 Q. Please discuss projects 5324, 5325 and 5327.

14 A.

15

16

17

These are post-test year projects planned for the Company's Phoenix office. Project 5324 is

for upgrades to the Company's phone system. Project 5325 is to upgrade the building signs,

and project 5327 is to update the Company's website. None of these projects had been

completed as of Staffs December 31, 2015, cutoff date for post-test year plant.

18

19 Q. How did AWC allocate the Phoenix office post-test year plant additions to the White

20 Tank service area?

21 A.

22

23

24

The Company used a 3-factor allocation approach that is based on the ratios of each service

area's number of customers, gross plant less intangibles, and payroll to the companywide total

for each of these measures, to add the post-test year Phoenix office plant additions to the

Western Group. The allocation rate for White Tank was 0.0396 percent.

25

A.

i
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1 Q.

2 A.

3

4

5

6

7

Please further discuss the "Blanket" projects.

In Staff DR BAB 8.1, Staff requested additional inforrnadon related to the projects listed as

"Blanket" projects on the Company's Schedule B-2 Appendix page 5 Column A for White

Tank. Based on the amounts, and the plant accounts used to record these post-test year plant

additions, Staff was unable to verify that these additions are used and useful during the site

visits. Staff intends to address these blanket projects further in surrebuttal testimony, at

which time Staff will be able to either confirm that these projects are or are not used and

8 useful and will make any necessary adjustments.

9

10 Q. What is Staffs recommendation?

11

12

Staff recommends a total decrease of $72,481 for the White Tank Service Area for post-test

year adjustments as shown on Schedules BAB-4 and BAB-5.

13

14 Rate Base Adjustment No. 2 .- A /[012/ancefor Working C4>iza/

15 Q. What components are included in the Company's proposed allowance for working

16 capital?

17

18

19

The Company's proposed allowance for working capital consists .of four components. They

are working cash requirement, materials and supply inventory, required bank balances, and

payments & special deposits.

20

21 Q- Please describe Staffs working capital adjustment to rate base.

22 A.

23

24

25

26

A.

A.

Staff made no adjustments to the materials and supply inventory, required bank balances, and

payments & special deposits components. The Staff adjustments relate to the working cash

requirement component of the allowance for working capital only. The calculation of a

working cash requirement quantiles the amount of cash that a Company needs to operate.

Staffs recommended adjustments are based on Staff recommended revenue and expense

E
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1

2

levels in the schedules. As expenses were increased or decreased in the revenue requirement

these were also increased or decreased in the working cash requirement.

3

4 Q. What basis did the Company use for its proposed allowance forcashworking capital?

5 A. The Company's proposed allowance for working capital is based on a lead-lag study.

6

7 Q. What is the net result of the lead-lag factors?

8
l

9

10

11

12

13

The timing of the collection of revenues was compared to the doing of each expense line

item the Company proposed. If the expense took longer to pay than to collect the revenue,

the Company receives the benefit of cash working capital and the opposite is true if the

expense is to be paid prior to the revenues being received. A net lead-lag factor for each

expense item was multiplied by the proposed expense to calculate the positive or negative

working capital required.

14

15 Q. Did the Company's lead-lag study include all of the necessary components?

16 A. No. The Company's lead-lag study ignores interest expense.

17

18 Q- Has the Company proposed to exclude interest expense in any of its prior rate cases?

19 A.

20

21

22

Yes. Interest expense was excluded from the Company's proposed lead-lag study in the 2012

Eastern Group rate case, but was included in the settlement agreement adopted by the

Commission.6 Also in a prior Norther Group rate case in Decision No. 64282,7 the

Company's proposal to exclude interest expense from its lead-lag study was denied. The

Commission stated:23

24
25
26

"The Company collects cash used to make interest payments prior to the
interest due date and, during doe time Arizona Water has possession of these

A.

6 Decision No. 74081 .
7 Dated December 20, 2000.
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1
2
3
4

funds, they are a source of cost-free cash that can be used by the Company
until making payments to creditors. Therefore, in accordance with the NARUC
methodology, Staff claitns ant its lead-lag study properly included interest
expense."

5

6

7

The Commission agreed that interest expense, which is a cash item available to the Company

for payment to creditors prior to the interest due date should be included in a lead4lag study.

8

9 Q. Is Staff recommending including interest expense as a component of the lead-lag

calculation in this case?10

11 A.

12

Yes, Staffs adjustment includes 'synchronized interest expense, using the interest rate

recommended by Star{'s Cost of Capital witness Mr. David Parcels.

13

I

14 Q. What is Staffs recommendation?

15 A. Staff recommends an increase for White Tank of $23,213 as shown on Schedule BAB-6.

16

17 A10 RATE BASE

18 Rate Base Sumwa0

19 Q. Please summarize St a f f s  ad j us t m ent s to Ago's rate base shown on Schedules BAB-3

20 and BAB-4.

21 A. StafFs adjustments to Ago's rate base resulted in a net decrease of $16,764, from $965,736 to

22 $948,972 due to various adjustments as discussed in Staffs testimony.

23

24 Rate Base Adjzz.fz'menz' No. 7 - Port-Text Year P/ant

25 Q. How much Post-Test Year Plant is the Company proposing to include in rate base?

26 A. For Ago, the Company is proposing inclusion of $11,650 in post-test year plant additions.

27
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1 Q . What issues did Staff identify with the Company's post-test year plant additions?

2 A.

3

4

5

6

7

Staff identified two issues with the Company's post-test year plant additions. First, as shown

on Schedules B-2 Appendix page 6, ARC captured the post-test year plant projects using

cost estimates. Second Staff identified several projects that were not used and useful because

they were not in service by December 31, 2015, the cut-off Staff is applying to post-test year

plant additions. This cutoff date coincides with the site visits as detailed in the Engineering

Report

8

9 Q. What did Staff do to address the cost estimate issue?

10 A. In DRs BAB 4.1, BAB 5.1 and BAB 8.1, Staff requested the actual costs of the post-test year

11 plant projects and the in-service dates. Using the Company's responses, Staff made

12 adjustments to reflect the actual costs booked to date for each listed project.

13 F

14 Q. What are the resulting adjustments for the Ago Service Area due to estimatedcosts?

15 As shown on Schedule BAB~5, Staff is recommending a total increase for Ago of $44 for the

16 correction of estimated costs.

17

18 Q. Are there any other projects that might still rene an adjustment?

19 A. Yes. The adjustments Staff is recommending for cost estimates are as of November 30, 2015.

20

21

22

Project 5326 was determined by Staff to be in service but according to the Company, costs

were not yet Emalized due to outstanding invoices. As the cost for this project is updated an

additional adjustment may be necessary.

23

24 Q. What projects were found to be Not Used and Useful?

25

26

A.

A.

Staff compared the full list of post-test year projects listed on Schedule B-2 Appendix, to

information provided in response to Staff DR BAB 1.13, and the list of completed projects as
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1

2

verified and noted in the Staff Engineering Report, projects 5324, 5325, and 5327 were found

to be not used and useful. In addition, the projects described as "Blanket" projects were

3 found to be not used and useful.

4

5 Q. What adjustments were made to rate base to ref lect the post-test year plant that Staff

6 is recommending be foundNot Used and Useful?

7 A.

8

As shown Schedule BAB-5 Staff is recommending adjustments based on a not used and

useful determination. Staff recommends a decrease of $12,629 for Ago..

9

10 Q. Please discuss projects 5324, 5325 and 5327.

11 A.

12

13

14

These are post-test year projects planned for die Company's Phoenix office. Project 5324 is

for upgrades to the Company's phone system. Project 5325 is to upgrade the building signs,

and project 5327 is to update the Company's website. None of these projects had been

completed as of Staffs December 31, 2015, cutoff date for post-test year plant.

15

16 Q. How did AWC allocate the Phoenix off ice post-test year plant additions to the

17 Western Group service areas?

18 A.

19

20

21

The Company used a 3-factor allocation approach that is based on the ratios of each service

area's number of customers, gross plant less intangibles, and payroll to the companywide total

for each of these measures, to add the post-test year Phoenix office plant additions to the

Western Group. The allocation rate for Ago was 0.0072 percent.

22

23 Q. Please further discuss the "Blanket" projects.

24 A.

25

26

In Staff DR BAB 8.1, Staff requested additional information related to the projects listed as

"Blanket" projects on the Company's Schedule B-2 Appendix page 6 Column A for Ago.

Based on the amounts, and the plant accounts used to record these post-test year plant

l l
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1

2

3

additions, Staff was unable to verify dlat these additions are used and useful during the site

visits. Staff intends to address these blanket projects further in .suxrebuttal testimony, at

which time Staff will be able to either confirm that these projects are or are not used and

4 useful and will make any necessary adjustments.

5

6 Q. What is StamPs recommendation?

7 A. Staff recommends a total decrease of $12,585 for the Ago Service Area for post-test year

8 adjustments as shown on Schedules BAB-4 and BAB-5.

9

10 Rate Bale Adjzmt/:ent No. 2 - A//0wance for Working Cqpizal

11 Q. 'What components are included in the Company's proposed allowance for working

12 capital?

13

14

15

The Company's proposed allowance for working capital consists of four components. They

are working cash requirement, materials and supply inventory, required bank balances, and

payments & special deposits.

16

17 Q. Please describe Staffs working capital adjustment to rate base.

18 A.

19

20

21

22

23

24

Staff made no adjustments to the matedals and supply inventory, required bank balances, and

payments & special deposits components. The Staff adjustments relate to the working cash

requirement component of the allowance for working capital only. The calculation of a

working cash requirement quantiles the amount of cash that a Company needs to operate.

Staffs recommended adjustments are based on Staff recommended revenue and expense

levels in the schedules. As expenses were increased or decreased in the revenue requirement

these were also increased or decreased in the working cash requirement.

25

A.

I



Direct Testimony of Briton Baxter
Docket No. W-01445A-15-0277
Page 25

1 Q. What basis did the Company use for its proposed allowance for cash working capital?

2 The Company's proposed allowance for working capital is based on a lead-lag study.

3

4 Q. What is the net result of the lead-lag factors?

5 A.

6

7

8

9

10

The doing of the collection of revenues was compared to the timing of each expense line

item the Company proposed. If the expense took longer to pay than to Collect the revenue,

the Company receives the beneE.t of cash working capital and the opposite is true if the

expense is to be paid prior to the revenues being received. A net lead-lag factor for each

expense item was multiplied by the proposed expense to calculate the positive or negative

working capital required.

11

12 Q. Did the Company's lead-lag study include all of the necessary components?

13 No. The Company's lead-lag study does not include interest expense.

14

15 Q- Has the Company proposed to exclude interest expense in any of its prior rate cases?

16 A.

17

18

19

Yes. Interest expense was excluded from the Company's proposed lead-lag study in the 2012

Eastern Group rate case, but was included in die settlement .agreement adopted by the

Commissions Also in a prior Northern Group rate case in Decision No. 64282,9 the

Company's proposal to exclude interest expense from its lead-lag study was denied. The

Commission stated:20

21

22
23
24
25
26
27

"The Company collects cash used to make interest payments prior to the
interest due date and, during the time Arizona Water has possession of these
funds, they are a source of cost-free cash that can be used by the Company
until making payments to creditors. Therefore, in accordance with the NARUC
methodology, Staff claims that its lead-lag study properly included interest
expense."

28

a Decision No. 74081.
9 Dated December 20, 2000.

A.

A.
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1

2

The Commission agreed that interest expense, which is a cash item available to the Company

for payment to creditors prior to the interest due date should be included in a lead-lag study.

3

4 Q. Is Staff recommending including interest expense as a component of the lead-lag

calculation in this case?5

6 A.

7

Yes, Staffs adjustment includes synchronized interest expense, using the interest rate

recommended by Staffs Cost of Capital witness Mr. David Parcels.

8

9 Q- What is Staffs recommendation?

10 A. Staff recommends a reduction of the allowance for working capital for Ago of $4,179, as

11 shown on Schedule BAB-6.

12

13 PINAL VALLEY OPERATING INCOME

14 Operating Ifzaowe _fu77/77249

15 Q . W h a t  a r e  t h e  r e s u l t s  o f  S t a f f s  a n a l y s i s  o f  t e s t  y e a r  r e v e n u e s ,  e x p e n s e s  a n d  o p e r a t i n g

16 income?

17 A.

18

19

As shown on Schedules BAB-10 and BAB-11 Staffs analysis resulted in test year revenues of

$18,467,88 adjusted test year expenses of  $15,909,593 and an operating income of

$2,558,296 for Penal Valley.

20

21 Operating Income A¢§%z.rz'meni No. 7 - No adjlwtmenffor Weather Nofwzaéqafion and Dec£ning Usage

22 Q. What pro forma adjustment is the Company proposing regarding test year revenues

23

24

25

and expenses P

The Company's witness, asserts that weather conditions in the test year were slightly wetter

and cooler than normal, resulting in lower residential usage than usual for the Penal Valley

A.
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1

2

Service Area. Therefore the Company proposes that a pro-forma adjustment is necessary to

reflect more normal revenues and expenses related to weather patterns.

3

4 Q. Has ARC proposed a weather normalization adjustment to revenues in prior filings?

5 A. Yes. In the most recent rate case for the Northern Groups the Company proposed a

6 weather normalization adjustment to revenues. v

7

8 Q. Was the Company's weather normalization adjustment request approved i n that case?

10

11

12

No. Per Decision No. 7408111 in the Commission approved settlement agreement the

Company's weather normalization adjustment was reversed and in its place the parties agreed

to a 5 percent downward adjustment to the bi l l ing determinants to ref lect declines in

customer usage that continued post-test year.

13

14 Q. Do water companies usually request weather normalization adjustments?

15 No. Staff is not aware of any recent rate case in which a weather normalization adjustment to

16

17

revenues was proposed for a water company outside of the Company's most recent Northern

Group rate case, as discussed.

18

19 Q.

20

Please describe the methodology employed by the Company for its proposed Weather

Normalization and Declining Usage adjustment?

21 A.

22

23

24

25

The Company performed a regression analysis, where a base 10 logarithm of sales per

customer was used as the dependent variable and the Palmer Drought Severity Index

("PDSI"), and coded monthly indicators to represent the twelve months of the year were

used as independent variables. The Company attempted to use the regression models to

quantify die estimated effects of weather and rate increases over time on use per customer.

10 Docket Number W-01445A-12-0348
11 Dated September 23, 2013

|

I

9 A.

A.
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The estimated effects were then used by die Company to calculate its proposed weather

2 normalization and declining usage adjustment.

3

4 Q. What is Staffs major concern with the use of statistics to justify revenue and expense

5 pro-forma adjustments?

6 A.

7

8

That the results can vary significantly simply by such steps as re-running statistical models

using different mc periods, or identifying and using different variables to achieve the desired

outcome. Staff does not believe that weather normalization analysis results are fly linear so

9 results will change if the analysis timeframe is changed.

10

11 Q. Does Staff believe that a weatherization and usage adjustment is necessary in this

12

13

14

15

16

17

18

filing?

Staff believes that. given the unpredictable nature of the weather, making an ad&don.d

normalization adjustment to test year revenues to reflect a continuation post-test year of

anticipated weather patterns based on Eve years of historical data is not reasonable.

However, Staff recommends adoption of a declining usage adjustment on the basis that

averageusage continued to decline post-test year. As a post-test year event, this adjustment is

based on a known and measurable change to test year activity.

19

20 Q. What are the results of Staffs analysis of declining usage for the Pinal Valley Service

21 Area?

22

23

24

25

26

The Company's proposed weather normalization and declining usage adjustment for Penal

Valley residential customers is -2.05 percent, as reflected in the adjustment shown on

Schedde C-2 Appendix page 9. Staff has calculated a declining usage rate of -2.11 percent

which includes nine months (January through September of 2015) of post-test year

consumption for the residential customer class, using data provided to Staff in response to

A.

A.

I
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1 DR BAB 2_12€12_ The slight difference in calculations would result in an immaterial

2 adjustment for Penal Valley, therefore Staff recommends accepting the Company's proposed

3 adjustment for this service area.

4

5 Operating Inf owe Aajz/.ftmenl No. 2 - .Ya/afiey and Wage;

6 Q. What adjustment to salaries andwages is the Company proposing?

7

8
I

9

10

A. The Company is proposing to capture an increase to salary and wage expense to account for a

three percent pay increase across all positions from 2015 to 2016, and due Company included

costs for six vacant positions that were expected to be 811ed post-test year, as shown on

Schedules C-1, page 2; C-2 page 4; and C~2 Appendix page 12.

11

12 Q. Does Staff agree with the threepercent increase to pay?

F

I 13

14

15

No. In Staff DR BAB 4.5c13, the Company provided the actual percentage increases since

2010 (the test year in the last rate case). Based on the information provided, Staff has

calculated and applied an average increase of 1.6 percent.

16

17 Q. What about the vacant testyearpositions?

18 A.

19

20

21

In addition, per the Company's response to Staffs DR BAB 4.5b, only two of the six vacant

positions were actually filled by the Company as of December 31, 2015. The Company stated

that they hired Eve employees to Ell newly created positions that did not serve test year

customers. Therefore, Staff recommends only including the two employees that were hired

22 to serve test year customers.

23

12 See Attachment B

13 See Attachment C

A.
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1 Q. Did Staff make any other adjustments to salaries and wages?

2 A.

3

4

5

Yes. One of the five new hires to fill a position created post-test year identified in the

Company's response to Staffs DR BAB 4.5b, was included in the salaries and wages pro

forma adjustment. Therefore, Staff made an adjustment to remove the salary for this position

because the position did not provide service to test year customers.

6

7 Q. What is Staffs recommendation?

8

9

Staff recommends decreasing salaries and wages for Penal Valley by $231,579 as shown on

Schedules BAB-11 and BAB-13. .

10

11 Operating Incomer Aajzutmenl No. 3 .- Va/Jia/es

12 Q. What adjustment for vehicle expenses is the Company proposing?

13

14

15

16

A. The Company is proposing to increase expenses for the increased cost to operate its vehicles

along with the costs of six additional vehicles associated with the vacant test year positions

that were expected to be filled post-test year, by a total of $83,507 for Penal Valley as shown

on Schedules C-1, page 2; C-2 page 5; and C-2 Appendix page 23.

17

18 Q. Does Staff agree with the Company's proposedincreases for vehicles for Penal Valley?

19

20

21

22

No. Similar to the salaries and wages adjustment recommended by Staff, based on the

information provided by the Company in Staff DR BAB 4.5c, Staff believes that a similar

adjustment for the vehicles that woad be associated with the four positions dirt were not

811ed is necessary to be consistent.

23

24 Q. What is StamPs recommendation?

25 A.

26

Staff recommends decreasing expenses associated width vehicles for Penal Valley by $18,154 as

shown on Schedules BAB-11 and BAB-14a.

A.

A.

II
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1 Operating /n60we A¢zz.rtfwenZ No. 4 .- 14; Imfuranae

2 Q. Did AWC propose an adjustment to life insurance expense?

3

4

A. Yes. As part of proposed adjustment IS-9, as shown on Schedule C-2 Appendix, page 16 of

38, the Company proposes an adjustment to insurance expense which includes the cost of life

5 insurance.

6

7 Q. Does Staffaccept the Company's life insurance adjustment?

8

9

10

11

No. Staff reviewed the Company's proposed insurance adjustment and found an error in the

pro forma calculation in the class 1 volumes which resulted in a doubling of the life insurance

expensewhen it should not have been adjusted at all. In DR BAB 4.10, Staff requested the

2015 life insurance invoices which veNted the error and supported that an adjustment should

12 not havebeen made.

13

14 Q. What is Staffs recommendation?

15

16

17

Staff recommends declining the life insurance portion of the insurance adjustment, which

results in a decrease of administrative & general expenses for Penal Valley of $16,013 as

shown on Schedules BAB-11 and BAB-14b.

18

19 Operating [mama Ad]1J'z'ment No. 5 - Rate Case Enqbense

20 Q. How much does the Company propose to recover in rate case expenses?

21

22

A. The Company proposes to collect $486,274 in rate cases expenses for the Western Group in

this Blind, allocated between the three service areas and normalized over three years, as

23 shown on each service area's Schedule BAB-14c.

24

A.

A.

I
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1 Q. How did the Company develop its proposed level of total rate case expense?

2 A.

3

4

5

ARC used cost estimates provided by their legal counsel and their cost of capital witness.

These estimates were then combined vldth various other rate case expenses, such as costs

associated with public notice, assistance with preparing their 2015 CAP usage plan, printing,

etc., using the most recent Eastern Group rate case14 expenses adjusted for inflation.

6

7 Q. Does Staff agree with the methodology Mat the Company used to estimate its

8

9 A.

10

proposed rate case expense?

Staff agrees with the allocation percentages and the three year normalization period, but

disagrees with the total amount of rate case expense.

11

12 Q. How did Staff develop its recommended rate case expenses?

13 A.

14

15

16

17

In. response to RUCO's DR 1.20, ARC provided the actual rate case expenses for this

proceeding as of September 24, 2015, and in response to Staffs DR BAB 4.9a, the Company

provided the actual rate case expenses for the most recently adjudicated rate case, which was

for its Northern Group's. Staff then determined a reasonable amount of rate case expenses

using this combined information.

18

19 Q. Please identify how Staffs recommended rate case expense differs from the
20 Company?

21 As shown on Schedule BAB-14c, lines 22-31, Staff is recommending a net reduction in rate

22 case expenses of $151,157 which is primarily due to Staff's recommendation of $175,000 less

23

24

in legal expenses, along vldth various other adjustments as reflected on the schedules from

what the Company has proposed.

25

14 Arizona Water docket W-01445A-11_0310, using a 2010 test year.
15 Arizona Water docket W-01445A_12_0348, using a 2011 test year.

A.

H l
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1 Q. What is StamPs recommendation?

2 A.

3

4

5

6

Staff recommends a total rate case expense of $335,111 which is $151,157 less than the

Company's proposed rate case expense of $486,274, to be normalized over a three year

period and allocated using the Company's proposed allocation rates. Staffs recommended

rate case expense results in an adjustment from $142,049 to $97,894 or a decrease of $44,156

for Penal Valley as shown on Schedules BAB-11 and BAB-14c.

7

8 Operating Income Aa'ju.rt/nent No. 6 - Depredation Eagbense

9 Q, What is AWC proposing for depreciation expense for the Pinal Valley Service Area?

10

11

A. . The Company is proposing depreciation expenses of $3,963,576 for Penal Valley as shown on

Schedule C-2 Appendix page 27.

12

13 Q. What adjustment did Staff make to depreciation expense?

14 A.

15

Staff adjusted depreciation expense to reflect Staffs calculation of depreciation expense using

Staff's recommended depreciation rates, plant balances, and CLAC balances.

16

17 Q. What is Staffs recommendation?

18 A. from $3,963,576 tO

19

Staff recommends decreasing depreciation expense by $305,199,

$3,658,377 for Penal Valley as shown on Schedules BAB-10 and BAB-15.

20

21 Operating Income Adjustment No. 7 - Income Tax Expense

22 Q. What is AWC proposing for test year income tax expense for Penal Valley?

23

24

A. The Company is proposing federal income taxes of $143,745 and state income taxes of

$24,465 for Penal VMey as shown on Schedde C-2 Appendix page 37.

25
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1 Q. Did Staffmake any adjustments to test year income tax expense?

2 A. Yes. Staffs adjustment reflects Staffs calculation of the income tax expense based upon

3 Staffs adjusted test year taxable income.

4

5 Q. What is Staffs recommendation?

6 A.

7

Staff recommends increasing federal income tax expense by $232,155 and state income tax

expense by $39,881 for Penal Valley as shown on Schedules BAB-10 and BAB-16.

8

9 Oj>emz'zlng Income AcuJ"tt2zenz' No. 8 _.. Property Tax Expense

10 Q. What is AWC proposing for test year properly tax expense for Pinal Valley?

11

12

A. The Company is proposing property tax expenses of $969,214 for Penal Valley as shown on

Schedule C-2 Appendix page 34.

13

14 Q. Did Staff make any adjustments to test year income tax expense?

15 Yes. Staffs adjustment reflects Staffs calculation of the property tax expense based upon

16 Staffs adjusted test year revenues.

17

18 Q. What is Staffs recommendation?

19

20

21

Staff recolnh'lends increasing property tax expense by $129 for Penal Valley as shown on

Schedules BAB-10 and BAB-17. This is a small adjustment but capturing this adjusunent is

necessary to synchronize property tax expense width Staffs other adjustments.

22

A.

A.
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1 W'/nite Tank Operating Income Suwmagl

2 Q. What are the results of Staff's analysis of test year revenues, expenses and operating

3 income?

4 A. As shown on Schedules BAB-10 and BAB41, Staffs analysis resulted in adjusted test year

5 revenues of $2,321,542, expenses of $2,110,820 and an operating income of $210,722 for

6 White Tank.

7

8 Operating Income Aajzulnze/ft No. 7 .- Wearer N0r7na§{az'i0n and DeMnin<g Usage

9 Q. What pro forma adjustment is the Company proposing regarding test year revenues

10

11 A.

12

13

14

and expenses?

The Co1;npany's witness, claims that weather conditions in the test year were slight wetter

and cooler than nonna, resulting in lower residential usage than usual for the White Tank

Service Area. Therefore the Company proposes that a pro-forma adjustment is necessary to

reflect more normal revenues and expenses related to weather patterns .

15

16 Q. Has AWC proposed a weather normalization adjustment to revenues in prior filings?

17 A. Yes. In the most recent rate case for the Northern G;oup'6 the Company proposed a

18 weather normalization adjustment to revenues.

19

20 Q. Was the Company's weather normalization adjustment request approved in that case?

21 A.

22

23

24

No. Per Decision No. 7408117 in the Commission approved settlement agreement the

Company's weather normalization adjustment was reversed and in its place the parties agreed

to a 5 percent downward adjustment to the billing determinants to reflect declines in

customer usage that continued post-test year.

25

16 Docket Number W-01445A-12-0348
17 Dated September 23, 2013

I
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1 Q. Do water companies usuallyrequest weather normalization adjustments?

2 A. No. Staff is not aware of any recent rate case in which a weather normalization adjustment to

3

4

revenues was proposed for a water company outside of the Company's most recent Northern

Group rate case, as discussed.

5

6 Q.

7

Please describe themethodology employed by the Company for its proposed Weather

Normalization and Declining Usage adjustment?

8 A.

9

10

11

12

13

The Company performed a regression analysis, where a base 10 logarithm of sales per

customer was used as the dependent variable and the Palmer Drought Severity Index

("PDSI"), and coded monthly indicators to represent the twelve months of the year were

used as independent variables. The Company attempted to use the regression models to

quantify the estimated effects of weather and rate increases over time on use per customer.

The estimated effects were then used.by the Company to calculate its proposed weather

14 n01m ati0n and declining usage adjustment.

15

16 Q. What is StamPs major concern with the use of statistics to justify revenue and expense

17

18 A.

19

20

pro-forma adjustments?

That the results can vary significantly simply by such steps as re-running statistical models

using different time periods, or identifying and using different variables to achieve the desired

outcome. Staff does not believe that weather normalization analysis results are truly linear so

21 results will change if the analysis timeframe is changed.

22

23 Q. Does Staff believe that a weatherization and usage adjustment is necessary in this

24 filing?

25 A. Staff believes that given the unpredictable nature of the weather, making an additional

26 normalization adjustment to test year revenues to reflect a continuation post-test year of

II
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1

2

3

4

anticipated weather patterns based on five years of historical data is not reasonable.

However, Staff recommends adoption of a declining usage adjustment on the basis that

average usage continued to decline post-test year. As a post~test year event, this adjustment is

based on a known and measurable change to test year activity.

5

6 Q. What are the results of Staffs analysis of declining usage for the White Tank Service

7 Area?

8

9

10

11

12

The Company's proposed weather normalization and declining usage adjustment for White

TaM; residential customers is -3.46 percent, as reflected in the adjustments shown on

Schedule C-2 Appendix page 10. Staff has calculated a declining usage rate of -2.44 percent

which includes nine months Ganuary through September of 2015) of post~test year

consumption for the residential customer class, using data provided to Staff in response to
1

13 DR BAB 2.12cL Staff recommends an adjustment which would increase the residential

14

15

16

customer class revenues by $10,551 and increases source of supply expenses by $162;

pumping expenses by $3,662; and water treatment expenses by $1,757 as shown on Schedules

BAB-11 and BAB-12.

17

18 Q. StamPs recommended adjustments are only for the residential customer class. D i d

19 Staff analyze the other customer classes?

20 Yes. In Staff DR BAB 4.3 the Company provided the customer counts and sales information

21

22

23

for all other customer classes. Staff analyzed this information and found that the average

use e for the other customer classes fluctuated wides from ear to ear, with increases ing y Y y

some years and decreases in other years and overall did not show a downward trend in

24

25

averageusage. For example, the commercial class saw a 16.97 percent increase from2010 to

2011, an additional increase of 9.69 percent from 2011 to 2012, then a decrease of 8.48

26 percent between 2012 and 2013 before seeing an increase of 15.93 percent between 2013 and

A.

A.

fun
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1

2

2014. Based on this analysis, Staff determined that the data did not support making a

declining usage adjustment for any other customer class other than residential.

3

4 Q- 'What is Staffs recommendation?

5 A.

6

7

Staff recommends denial of the Company's proposed weather normalization and declining

usage pro-forma adjustment and implementing instead a declining usage adjustment which

would increase revenue for W/hite Tank by j$10,551; and increase expenses by a total of

8 $5,581.

9

10 Operating Income A49Mz'menz' No. 2 - .Ya/ariex and Wages

11 Q, What adjustment to salaries and wages is the Company proposing?

12

13

14

15

A. The Company is proposing to capture an increase to salary and wage expense to account for a

dltee percent pay increase across all Positions from 2015 to 2016, and the Company included

costs for six vacant positions that were expected to be Filled post-test year, as shown on

Schedules C-1, page 2; C-2 page 7; and C-2 Appendix page 12.

16

17 Q- Does Staff agree with the three percent increase to pay?

18 A.

19

20

No. In Staff DR BAB 4.5c, the Company provided the actual percentage increases since

2010 (die test year in the last rate case). Based on the information provided, Staff has

calculated and applied an average increase of 1.6 percent.

21

22 Q- What about the vacant test year positions?

23

24

25

In addition, per the Company's response to Staffs DR BAB 4.5b, only two of the six vacant

positions were actually Filled by the Company as of December 31, 2015. The Company stated

that they hired Eve employees to fill newly created positions that did not serve test year

- 1_11

A.

z
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1 customers. Therefore, Staff recommends only including the two employees that were hired

2 to serve test year customers.

3

4 Q. Did Staff make any other adjustments to salaries and wages?

5 A.

6

7

8

Yes. One of the five new hires to fill a position created post-test year identified in die

Company's response to Staff's DR BAB 4.5b, was included in the salaries and wages pro

Ronna adjustment. Therefore, Staff made an adjustment to remove the salary for this position

because the position did not provide service to test year customers.

9

10 Q. What is Staffs recommendation?

11

12

Staff recommends decreasing salaries and wages for White Tank by $89,282 as shown on

Schedules BAB-11 and BAB-13.

i

13

14 Operating Income Azuslwent No. 3 .- Ve/fir/e.r

15 Q. What adjustment for vehicle expenses is the Company proposing?

16

17

18

19

A. The Company is proposing to increase expenses for the increased cost to operate its vehicles

along with the costs of six additional vehicles associated will the vacant test year positions

that were expected to be Filled post-test year, by a total of $11,874 for V(/hite Tank as shown

on Schedules C-1, page 2; C-2 page 8; and C-2 Appendix page 23.

20

21 Q. Does Staff agree with the Company's proposed increases for vehicles for White Tank?

22 A.

23

24

25

No. Similar to the salaries and wages adjustment recommended by Staff, based on the

information provided by the Company in Staff DR BAB 4.5c, Staff believes that a similar

adjustment for the vehicles that would be associated width the four positions that were not

filled is necessary to be consistent.

26

A.
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1 Q. What is Staffs recommendation?

2 A.

3

Staff recommends decreasing expenses associated width vehicles for White Tank by $5,899 as

shown on Schedules BAB-11 and BAB-14a.

4

5 Operating /nmn28 AQ'/lu.rz'mem' No. 4 - Li% Insurance

6 Q . Did AWC propose an adjustment to life insurance expense?

7 A.

8

Yes. As part of proposed adjustment IS-9, as shown on Schedule C-2 Appendix, page 16 of

38, the Company proposes an adjustment to insurance expense which includes the cost of life

9 insurance.

10

11 Q. Does Staff accept the Company's life insurance adjustment?

12 A. No. Staff reviewed the Company's proposed insurance adjustment and found an error in the

13

14

15

pro forma calculation in the class 1 volumes which resulted in a doubling of the life insurance

expense when it should not have been adjusted at all. In DR BAB 4.10, Staff requested the

2015 life insurance invoices which verified the error and supported that an adjustment should

16 not have been made.

17

18 Q. What is Staffs recommendation?

19 A.

20

Staff recommends declining the life insurance portion of the insurance adjustment, which

results in a decrease of administrative & general expenses for White Tank of $1,237 as shown

21 on Schedules BAB-11 and BAB~14b.

22

J
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1 Operating Income Adju.rz'menz' No. 5 - Rate Cafe E9gDen.re

2 Q. How much does the Company propose to recover in rate case expenses?

3

4

A. The Company proposes to collect $486,274 in rate cases expenses for the Western Group in

aNs filing, allocated between the three service areas and normalized over three years, as

5 shown on each service area's Schedule BAB-14c.

6

7 Q. How did the Company develop its proposed level of total rate case expense?

8

9

10

11

ARC used cost estimates provided by their legal counsel and their cost of capital vln'tness.

These estimates were then combined with various other rate case expenses, such as costs

associated with public notice, assistance with preparing their 2015 CAP usage plan, printing,

etc., using the most recent Eastern Group rate cases expenses adjusted for inflation.

12

13 Q. Does Staff agree with the methodology that the Company used to estimate its

14

15 A.

16

proposedrate case expense?

Staff agrees with the allocation percentages and the three year normalization period, but

disagrees with the total amount of rate case expense.

17

18 Q. How did Staff develop its recommended rate case expenses?

19

20

21

22

23

In response to RUCO's DR 1.20, ARC prov ided the actual rate case expenses for this

proceeding as of September 24, 2015, and in response to Staffs DR BAB 4.9a, the Company

provided the actual rate case expenses for the most recently adjudicated rate case, which was

for its Northern Groups. Staff then determined a reasonable amount of rate case expenses

using this combined information.

24

is Arizona Water docket w-01445A_11-0310, using a 2010 test year.
19 Mdzona Water docket W-01445A_12-0348, using a 2011 test year.

A.

A.
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1 Q. Please identify how Staffs recommended Tate case expense differs from the

2 Company?

3 A.

4

5

6

As shown on Schedule BAB-14c, lines 22-31, Staff is recommending a'net reduction in rate

case expenses of $151,157 which is primarily due to Staffs recommendation of $175,000 less

in legal expenses, along with various other adjustments as reflected on the scheddes from

what the Company has proposed.

7

8 Q. What is StamPs recommendation?

9 A.

10

11

12

13

Staff recommends a total rate case expense of $335,111 which is $151,157 less than the

Company's proposed rate case expense of $486,274, to be normalized over a three year

period and allocated using the Company's proposed allocation rates. Staff's recommended

rate case expense results in an adjustment from $16,959 to $11,687 or a decrease of $5,272

for White Tank as shown on Schedules BAB-11 and BAB-14c.

14

15 Operating Income Aajustrfzeni No. 6 .- Depreciation Expense

16 Q. What is AWC proposing for depreciation expense for the White Tank Service Area?

17

18

A. The Company is proposing a depreciation expense of $788,523 for White Tank as shown on

Schedule C-2 Appendix page 28.

19

20 Q. What adjustment did Staff make to depreciation expense?

21 A.

22

Staff adjusted depreciation expense to reflect Staffs calculation of depreciation expense using

Staffs recommended depreciation rates, plant balances, and CLAC balances.

23

24 Q. What is Staffs recommendation?

25 Staff recommends decreasing depreciation expense by $34,678 for W/hite Tank as shown on

Schedules BAB-10 and BAB-15.26

A.
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1 Operating Income Azzzft/nent No. 7 - Income Tax Expense

2 Q. What is AWC proposing for test year income tax expense for White Tank?

3

4

A. The Company is proposing federal income taxes of negative $25,101 and state income taxes

of negative $4,272 for White Tank as shown on Schedule C-2 Appendix page 37.

5

6 Q. Did Staff make any adjustments to test year income tax expense?

7 A. Yes. Staffs adjustment reflects Staff's calculation of the income tax expense based upon

8 Staffs adjusted test year taxable income.

9

10 Q. What is Staffs recommendation?

11 A.

12

Staff recommends increasing federal income tax expense by $35,392 and state income tax

eXpense by $7,832 for White Tank as shown on Schedules BAB-10 and BAB- 16.

13

14 Operating Inawzze Adjkufment No. 8 - Property Tax Engbemre

15 Q. What is AWC proposing for test Year property tax expense?

16

17

A. The Company is proposing property tax expenses of $109,635 for White Tank as shown on

Schedule C-2 Appendix page 34.

18

19 Q. Did Staff make any adjustments to test year income tax expense?

20 A. Yes. Staffs adjustment reflects Staffs calculation of the property tax expense based upon

21 Staffs adjusted test year revenues.

22

23 Q. What is Staffs recommendation?

24

25

26

Staff recommends increasing property tax expense by $518 for White Tank as shown on

Schedules BAB-10 and BAB-17. This is a small adjustment but capturing this adjustment is

necessary to synchronize property tax expense with Staff's other adjustments.

I

A.
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1 40 Operating Income 5unw/a0'

2 Q . What are the results of Staffs analysis of test year revenues, expenses and operating

3 income?

4 A.

5

As shown on Schedules BAB-10 and BAB-11 Staffs analysis resulted in adjusted test year

revenues of $440,253, expenses of $407,570 and an operating income of $32,684 for Ago.

6

7 Operating Info/we Aauftffzeni No. 1 _. Weather No17naaz'ion and Dev8f1ing Usage

8 Q . What pro forma adjustment is the -Company proposing regarding test year revenues

9 and expenses?

10 A.

11

The Company's witness, claims that weather conditions in the test year were drier and hotter

than normal, resulting in higher residential usage than usual for the Ajo Serv ice Area.

12

13

Therefore the Company proposes that a pro-forma adjustment is necessary to reflect more

normal revenues and expenses related to weather patterns.
2

14

15 Q- Has AWC proposed a weather normalization adjustment to revenues in prior f i l ings?

16 A. Yes. In the most recent rate case for the Northern Group20 the Company proposed a

17 weather normalization adjustment to revenues.

18

19 Q. Was the Company's weather normalization adjustment request approved in that case?

20 No. Per Decision No. 7408121 in the Commission approved settlement agreement the

21

22

23

Company's weather normalization adjustment was reversed and in its place the parties agreed

to a 5 percent downward adjustment to the bil l ing determinants to ref lect declines in

customer usage that continued post-test year.

24

20 Docket Number W-01445A-12-0348
21 Dated September 23, 2013

A.

-ll
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1 Q. Do water companies usuallyrequest weather normalization adjustments?

2 A. No. Staff is not aware of any recent rate case in which a weather normalization adjustment to

3

4

revenues was proposed for a water company outside of the Company's most recent Northern

Group rate case, as discussed.

5

6 Q.

7

Please describe the methodology employed by the Company for its proposed Weather

Normalizationand Declining Usage adjustment?

8 A.

9

10 4

11

12

13

The Company performed a regression analysis, where a base 10 logarithm of sales per

customer was used as the dependent variable and the Palmer Drought Severity Index

("PDSI"), and coded monthly indicators to represent due twelve months of the year were

used as independent variables. The Company attempted to use the regression models to

quantify the estimated effects of weather and rate increases over time on use per customer.

The estimated effects were then used by the Company to calculate its proposed weather

14 normalization and declining usage adjustment.

15

16 Q- What is Staffs major concern with the use of statistics to justify revenue and expense

17 pro-forma adjustments?

18 A.

19

20

The results can vary significantly simply by such steps as re-running statistical models using

different time periods, or identifying and using different variables to achieve the desired

outcome. Staff does not believe that weather normalization analysis results are truly linear so

21 results will change if the analysis drnefiame is changed.

22

23 Q. Does Staff believe that a weatherization and usage adjustment is necessary in this

24

25

filing?

Staff believes that given the unpredictable nature of the weather, snaking an additional

26

A.

normalization adjustment to test year revenues to reflect a continuation post-test year of
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1

2

3

4

anticipated weather patterns based on five years of historical data is not reasonable.

However, Staff recommends adoption of a declining usage adjustment on the basis that

average usage continued to decline post-test year. As a post-test year event, this adjustment is

based on a known and measurable change to test year activity.

5

6 Q. What are the results of Staffs analysis of declining usage for the Ago Service Area?

7 A.

8

9

10

11

12

13

14

The Company's proposed weather normalization and declining usage adjustment for Ajo

residential customers is _5.44 percent, as re8ected in the adjustments shown on Schedule C-2

Appendix page 11. Staff has cMcdated a decliningusagerate of -3.76 percent which includes

e months Qanuam through September of 2015) of post-test year consumption for the

residential customer class, using data provided to Staff in response to DR BAB2.12c. Staff

recommends an adjustment that would increase the resident customer class revenues by

$2,365 and increases source of supply expenses by $1,416; pumping expenses by $250; and

water lament expenses by $283 as shown on Schedules BAB-11 and BAB-12.

15

16 Q. Staffs recommended adjustments are only for the residential customer class. Did

17 Staff analyze the other customer classes?

18 A. Yes. In Staff DR BAB 4.3 the Company provided the customer counts and sales information

19

20

21

for all other customer classes Staff analyzed this information and found that the average

usage for the other customer classes fluctuated widely from year to year, vldth increases in

some years and decreases in other years and overall did not show a downward trend in

22

23

24

25

26

average usage. For example, the commercial class saw a 9.27 percent increase from 2010 to

2011, an increase of 2.69 percent from 2011 to 2012, then decreases of 4.02 and 5.46 percent

between 2012, 2013, and 2014. Based on this analysis, Staff determined that the data did not

support making a declining usage adjustment for any other customer class other than

residential.

l l
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1 Q. What is Staffs recommendation?

2 A.

3

4

Staff recommends denial of the Company's proposed weather normalization and declining

usage pro-forma adjustment and implementing instead a declining usage adjustment which

would increase revenue by $2,365; and increase expenses by a total of $1,950.

5

6 Operating Income AdjuNweni No. 2 - .Ya/aries and Wage:

7 Q . What adjustment to salaries and wages is the Company proposing?

8

9

10

11

A. The Company is proposing to capture an increase to salary and wage expense to account for a

three percent pay increase across all positions from 2015 to 2016, and the Company included

costs for six vacant positions that were expected to be Filled post-test year, as shown on

Schedules C-1, page 3; C-2 page 10; and C-2 Appendix page 12.

12

i

13 Q. Does Staff agree with the three percent increaseth pay?

14 A.

15

16

No. In Staff DR BAB 4.5c: the Company provided the actual percentage increases since

2010 (the test year in the last rate case). Based Cm the information provided, Staff has

calculated and applied an average increase of 1.6 percent.

17

18 Q. What about the vacant test year positions?

19

20

21

22

In addition, per the Company's response to Staffs DR BAB 4.5b, only two of the six vacant

positions were actually filled by the Company as of December 31, 2015. The Company stated

that they hired five employees to E11 newly created positions that did not serve test year

customers. Therefore, Staff recommends only including the two employees that were hired

23 to serve test year customers.

24

A.

la
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1 Q. Did Staff make any other adjustments to salaries and wages?

2 A.

3

4

5

Yes. One of the five new hires to Ell a position created post-test year identified in the

Company's response to Staffs DR BAB 4.5b, was included in the salaries and wages pro

forma adjustment. Therefore, Staff made an adjustment to remove the salary for this position

because the position did not provide service to test year customers.

6

7 Q. What is StamPs recommendation?

8 A. Staff recommends decreasing salaries and wages for Ago by $2,179 as shown on Schedules

9 BAB-11 and BAB-13.

10

11 Operating Income Adjustment No. 4 - Lf: Infyranae

12 Q. Did AWC propose an adjustment to life insurance expense?

13 A.

14

Yes. As part of proposed adjustment IS-9, as shown on Schedule C-2 Appendix, page 16 of '

38, the Company proposes an adjustment to insurance expense which includes the cost of life

15 insurance.

16

17 Q. Does Staff accept the Company's life insurance adjustment?

18 No. Staff reviewed the Company's proposed insurance adjustment and found an error in the

19

20

21

pro forma calculation in the class 1 volumes which resulted in a doubling of the life insurance

expense when it should not have been adjusted at all. In DR BAB 4.10, Staff requested the

2015 life insurance invoices which verified the error and supported that an adjustment should

22 not have been made.

23

A.
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1 Q- What is Staff's recommendation?

2

3

Staff recommends declining the life insurance portion of the insurance adjustment, which

results in a decrease of administrative 8: general expenses for Ago of $447 as shown Schedules

4 BAB-11 and BAB-14b.

5

6 Operating Income A¢§14:t/wen! No. 5 - Rate Care Engbeme

7 Q. How much does Me Companypropose to recover 'm rate case expenses?

8

9

The Company proposes to collect $486,274 in rate cases expenses for the Western Group in

this Blind, allocated between the three service areas and normalized over three years, as

10 shown on each service area's Schedule BAB-14c.

11

12 Q. How did the Company develop its proposed level of total rate case expense?

f
1

13 A.

14

15

16

ARC used cost estimatesprovided by their legal counsel and their cost of capital witness.

These estimates were then combined with various other rate case expenses, such as costs

associated with public notice, assistance with preparing their 2015 CAP usage plan, printing,

etc., using the most recent Eastern Group rate case" expenses adjusted for inflation.

17

18 Q. Does Staff agree with the methodology that the Company used to estimate its

19

20 A.

21

proposed rate case expense?

Staff a hes with the allocation ercenta es and the three ear normalization period, butgr P g Y P

disagrees with the total amount of rate case expense.

22

23 Q.

24 A.

25

How did Staff develop its recommended rate case expenses?

In response to RUCO's DR 1.20, ARC prov ided the actual rate case expenses for this

proceeding as of September 24, 2015, and in response to Staffs DR BAB 4.9a, the Company

22 Arizona Water docket W-01445A-11-0310, using a 2010 test year.

|

A.

A.
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1

2

3

provided the actual rate case expenses for the most recently adjudicated rate case, which was

for its Northern Grou 23. Staff then determined a reasonable amount of rate case ex sensesP P

using this combined information.

4

5 Q. Please ident i f y how Staffs recommended rate case expense d i f f ers f rom the

6 Company?

7 A.

8

9

10

As shown on Schedule BAB-14c, lines 22-31, Staff is recommending a net reduction in rate

case expenses of $151,157 which is primarily due to Staffs recommendation of $175,000 less

in legal expenses, along with various other adjustments as reflected on the schedules from

what the Company has proposed.

11

12 Q. What is Staffs recommendation?

13 A.

14

15

16

17

Staff recommends a total rate case expense of $335,111 which is $151,157 less than the

Company's proposed rate case expense of $486,274, to be normalized over a three year

period and allocated using the Company's proposed allocation rates. Staffs recommended

rate case expense results in an adjustment from $3,083 to $2,125 or a decrease of $958 for

Ago as shown on Schedules BAB-11 and BAB-14c.

18

19 Operating Inform AdjuJt!me1zz' No. 6 - Depreciation Expense

20 Q. What is AWC proposing for depreciation expense for the Ago Service Area?

21

22

A. The Company is proposing depreciation expenses of $66,337 for Ago as shown on Schedule

C-2 Appendix page 29.

23

23 Arizona Water docket W-01445A_12_0348, using a 2011 test year.

|
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1 Q . What adjustment did Staff make to depreciation expense?

2 A.

3

Staff adjusted depreciation expense to reflect Staffs calculation of depreciation expense using

Staffs recommended depreciation rates, plant balances, and CIAC balances.

4

5 Q. What is Stabs recommendation?

6 A. Staff recommends decreasing depreciation expense by $1,947 for Ago as shown on Schedules

7 BAB-10 and BAB-15.

8

9 Operating Income Ad]1.rl7tzenf No. 7 - Income Tax Eagbeme

10 Q. What is AWC proposing for test year income tax expense for Ago?

11

12

A. The Company is proposing federal income taxes of negative $975 and state income taxes of

. negative $166 for Ago as shown on Schedule C-2 Appendix page 37.

13

14 Q. Did Staff make any adjustments to test year income tax expense?

15 A. Yes. Staffs adjustment reflects Staffs calculation of the income tax eicpense based upon

16 Staffs adjusted test year taxable income.

17

18 Q. What is Staffs recommendation?

19 A.

20

Staff recommends increasing federal income tax expense by $1,451 and state income tax

expense by $351 for Ago as shown on Schedules BAB-10 and BAB-16.

21

22 Operating Income Adjustment No. 8 - Property' Tax Expefue

23 Q. What is AWC proposing for test year property tax expense?

24

25

A. The Company is proposing property tax expenses of $20,086 for Ago as shown on Schedule

C-2 Appendix page 34.

26
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1 Q. Did Staff make any adjustments to testyear income tax expense?

2 A. Yes. Staffs adjustment reflects Staffs calculation of the property tax expense based upon

3 Staffs adjusted test year revenues.

4

5 Q. What is Staffs recommendation?

6 A.

7

8

Staff recommends increasing property tax expense by $106 for Ago as shown on Schedules

BAB-10 and BAB-17. This is a small adjustment but capturing this adjustment is necessary to

synchronize property tax expense with Staffs other adjustments.

9

10 UNIFORM SYSTEM OF ACCOUNTS

11 Q.

12

Is the Company using a version of the NARUC USoA for Class A water utilities to

record expenses?

13 A. Yes .

14

15 Q. Which version of the NARUC USoA for Class A water utilities is the Company using?

16 A. ARC is using the version of the USoA from 1976.

17

18 Q. Is there a more current version that the Company should be using?

19 A. Yes) The USoA was updated most recently in 1996.

20

21 Q.

22

Please provide an example of some differences between the 1976 and 1996 versions of

theUSoA.

23 A. A prime example that illustrates the differences between the two versions is salaries and

24 wages. In the 1996 version, there are two account numbers, 601 and 603 that are used to

25

26

record salaries and wages. In the 1976 version there are at least 50 account numbers: 600,

_ 617,620, 622, 624, 626, 630 - 633,640,642, 643, 650 - 652, 660601, 603, 610 665, 670

lll\l
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1 678, 901

2

3

4

- 903, 905, 907, 910, 920, 930.1, 930.2, and 932 that are used at least in part to record

salaries and wages. For the Western Group service areas in this Blind, the Company is using

28 of these codes for the Penal Valley Service Area ("Penal Valley"), 27 of these codes for the

White Tank Service Area ("White Tank"), and 25 of these codes for the Ago Service Area

5 ( " A i o " ) -

6

7 Q. Is this the only issue related to salaries and benefits?

8 A. No. In addition to the much higher number of accounts that include salaries and wages,

9 many of the 1976 accounts also include other imbedded expenses. For example, account

10 number 611 is the "Maintenance of  Structures and Improv ement" account, whose

11

12

13

description states in part that "this account shall include the cost of labor, materials used and

expenses incurred in the maintenance of structures and improvements."24 This increases the

amouNt of work necessary for Staff and the other parties to differentiate the salaries and

14 wages from other expenses.

15

16 Q. What is the result of the Company using an outdated System of Accounts?

17 A.

18

19

20

21

22

As demonstrated vldth the salaries and wages example, by using an older version of the

NARUC account codes, it has increased the amount of time and resources necessary to

conduct the audit for this rate case. Staff and the other parties have had to spend additional

time evaluating a far larger number of account codes and unraveling and cross-referencing

expenses in order to be able to analyze them in a format consistent with how other regulated

utilities keep their books.

23

24 Uniform System of Accounts for Class A and B Water Utilities 1976, page 111
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1 Q.

2

What are some other potential benefits to the Company of transitioning to the more

current version of the System of Accounts?

3 A;

4

5

6

7

8

9

In addition to simplifying the rate case analysis and processing, other added benefits to the

Company include simplifying the recording and reporting of expenses W/ith fewer account

codes it should be less burdensome to record expenses than it currently is for the Company.

Also, it should take the Company less time and effort to compile and fill out the annual

report. At present, the Company has to drastically modify the annual report template

provided by the Commission in order to get it to work with their current coding. An

additional benefit to the Commission and investors with the annual report is that it will allow

10 for a comparison to other regulated companies in Arizona.

11

12 Q- Are there other ACC-regulated water companies that'also are using the 1976 version of

13 the USoA? r

14 As far as Staff is aware Arizona Water is the only water company using the 1976 version of

15 the USofA.

16

17 Q. Does the Company have any plans to transition to using a newer version of the USoA?

18 A. No. In response to Staffs DR BAB 1.1725, the Company stated that because the ACC has

19 never taken any action in prior rate cases, nor through Rulemaking, that there are currently no

20 plans to convert.

21

22 Q. Will there be costs associated m'th any transition ordered by the ComMission?

23 A.

24

25

Yes; however, as indicated in response to Staffs DR BAB 1.17, the Company stated because

there are currently no plans to convert they have not evaluated potential costs, but Staff

realizes that there will be costs associated with this transition.

25 See Attachment D.

A.

8
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1 Q. What is Staffs recommendation?

2

3

Staff strongly recommends that the Company be required to start using the most current

version of the NARUC USoA, at present the 1996 version, within 180 days of the effective

4

5

6

date of the decision in this matter. Further, Staff recommends that any reasonable costs

associated with this transition be deferred by the Company for cost recovery consideration in

the next rate case. Staff would note the total cost of this conversion should be allocated

7 across all of the ARC operating groups and service areas.

8

9 ACCUMULATED DEPRECIATION

10 Q. Has Staff identif ied any additional accounting issues?

11 A.

12

Yes, in addition to the NARUC USoA version issue, the Company is also not keeping their

accumulated depreciation reserve accounts in compliance with Arizona Administrative

13 C0d€26_

14

15 Q. How is the Company accounting for Accumulated Depreciation?

16 A.

17

18

19

20

21

In response to Staf f  DR BAB 2227, the Company stated that they do not maintain

accumulated depreciation reserve balances by plant account. Further, in response to

Residential  UtiJi ty Consumer Of f ice ("RUCC)") DR 4.0128: the Company prov ided

clarification stating that per Decision No. 6428229 dated December 28'*', 2001, the Company

was granted a waiver from the administrative code requiring them to keep accumulated

depreciation reserve balances by plant account.

22

26 ALC. R14_2-102(B)
z7 See Attachment E

pa See Attachment F
29 Docket W-01445A-00-0_62, page 12, lines 10-16

A.
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1 Q. Does Staff agree with the Company's interpretation of the waiver granted in Decision

2 No. 64282?

3 No. The Decision stated "although we are granting the Company's waiver in this case, in

4

5

6

7

order to give effect to the requirements set forth in our rules we believe it is appropriate for

Arizona Water to develop component depreciation rates for all 18 of its systems. Therefore,

the Company should Fi le in i ts next rate case appl ication, a schedule of  component

depreciation rates for all of its systerns."3° .

8

9 Q. Why is it important for the Company to track depreciation by component plant

10 account?

11 A.

12

13

14 group."

15

16

17

18

19

20

21

22

As noted in response to Staff  DR BAB 2531, the Company stated that it "uses a group

depreciation accounting methodology under which a property group is depreciated at a

Commission-approved rate, based on the average service life of all property uNits/investment

in the Under this depreciation methodology, it is important for the Company to

track depreciation by component plant account for several reasons. First is to support that

the total depreciation booked for any specific property group stops when that investment is

fully recovered. Next is that in order to effectively use the group method, a Company should

periodically conduct a depreciation study with the end result being that the actual useful life

of each property group asset is used to adjust the depreciation rate for that group. This will

ensure that the Company isn't over or under recovering its invesnnents. Finally, tracking

depreciation by each property group allows Staff and other parties during rate cases to better

verify the accumulated depreciation reserve balance and that the Commission authorized

23 depreciation rates are being used.

24

30 Page 12 lines 10-13. Note, at the time of this Decision, the Company had 18 service areas, in later rate cases some of
die service areas have been consolidated.

31 See Attachment G

I

A.
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1 Q. What is Staffs recommendation?

2 A.

3

Staf f  recommends that the Company be ordered to start  maintaining accumulated

depreciation reserve balances by plant property group on a going forward basis.

4

5 CENTRAL ARIZONA PROJECT TREATMENTS

6 Water Use P/an

7 Q. Did AWC file an updated CAP water use plan?

8 A.

9

Yes, on August 7, 2015, the Company Filed an updated CAP water use plan for its Penal

Valley and White Tank Service Areas.

10

11 Q.

12

How does the Company's updated CAP Water Use Plan differ from the CAP Water

Use Plan tiled by the Company in 2006?

13

14

15

16

17

18

The primary difference between the two plans is .that the Company has determined that it is

more economical to build Underground Storage Facilities ("USF"), by which the Company

would use its CAP allocations through groundwater recharge, storage and recovery as

opposed to Surface Treatment Facilities. They calculate that using USF's would save rate

payers in Penal Valley $24 per month or 89 percent and the ratepayers in White Tank $33 per

month or 77 percent.

19

20 Q. What is StamPs recommendation?

21 A. Staff recommends approval of the Company's proposed 2015 CAP Water Use Plan.

22

A.
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1 Amounting order

2 Q.

3

I s the Company requesting an accounting order to address 2015 CAP MuNicipal and

Industrial ( "M &I" ) costs?

4 A.

5

6

Yes, as discussed on page 27 of  Mr. Reiter's testimony, the Company is seeking an

accounting order that would allow the Company to defer the costs of delivering CAP water to

customers in 2015.

7

8 Q. What are the specifics in the Company's request?

9 A.

10

11

12

13

The Company incurred $715,000 in 2015 for die delivery of CAP water to general service

customers. The Company received a Water Management Assistance Program grant from the

Arizona Department of Water Resources that covered half or $357,500 of this expense.

ARC is seeking recovery of the remaining half  of their 2015 CAP expenses through an

accounting order that would allow them to recover these expenses over a three year Period. /

14
/

15 Q. What is Staffs recommendation?

16

17

Staff recommends approving an accounting order that would allow the Company to defer

$357,500 in 2015 CAP charges over a three year period or $119,167 per year.

18

19 CAP Surf/9ar;ge

20 Q. Has the Company proposed a CAP surcharge mechanism in this case?

21 Yes. The Company proposes a CAP surcharge mechanism that would recover the difference

22 in the cost of CAP water for recharge and recovery and the adjusted test year 2014 costs as

23 approved in this case.

24

II

A.

A.
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1 Q. Have you reviewed the Company's CAP surcharge mechanism?

2 A. Yes. The Company proposes the following six components be included in its CAP surcharge

3 mechanism:

4

5 1.

6 2.

7 5.

Prior year Under/Over Recovery

Estimated Payments/Expense for the Applicable Year

Amortization of Additional Deferred CAP M&I Charges

8 4.

9 5.

10 6.

CAP Water Surcharge Revenue

Current Year Surcharge Calculation

Monthly CAP Water Surcharge per Average Residential Customer

11

12 Q. Does Staff recommend that the Estimated Payments/Expense (component 2) be

13 included 'm the CAP surcharge mechanism?

14 A.

15

16

17

18

No. While the CAP M&I delivery charges are set in advance, the total amount the Company

is charged may vary depending on the actual deliveries. While the Company can plan for a

certain level of usage based on their revised 2015 CAP plan, the actual amount may not be

known and measurable untilafter the year is complete. Therefore, Staff recommends that the

actual CAP M&I delivery charges be used for the water that the Company actually used.

19

20 Q.

21

22

Does Staff agree with the Company's treatment of the Amortization of Additional

Deferred CAP M&I Charges (component 3) which includes a return of investment

plus income taxes as proposed by the Company in the CAP surcharge mechanism?

23 A.

24

No. While Staff agrees that as the Company's usage of their CAP allocation increases, their

recovery of the deferred CAP M&I capital charges should increase proportionally, the historic

25 treatment of this recovery has been to amortize the recovery over 20 years. In the

26 Company's proposed treatment, they would recover the full increased used and useful

I
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1

2

3

4

portion, including a return on along with taxes of the deferred M&I capital charges in the year

they become used and useful. Staff believes this treatment is inconsistent with how the

deferred CAP M&I capital charges were treated in previous decisions and recommends that

any additional deferred CAP M&I capital costs that become used and useful in between rate

5 cases also be amortized over 20 years.

6

7 Q. What does Staff recommend related to the CAP surcharge mechanism?

8 A. Staff recommends:

9

10 1.

11

12

Approval of the mechanism. However, the Company must File, in this Docket, a

surcharge initiative request once CAP costs become known and measurable based on

actual deliveries beyond what is included in base rates in this rate case.

13

14 z.

15

That the Company recover any increased portion of the used and useful deferred

CAP M&I capital charges over a 20 year period consistent with prior treatment.

16

17 3. That any continuation of CAP surcharges be reviewed in the Compally's next rate

18 case.

19

20 Ojfiie Fad%9' Fee

21 Q. Has the Company proposed an oH-site facilities fee for the White Tank Serv ice Area

22 in this case?

23 A. Yes. The Company proposes an off-site facilities fee to help offset the costs of constructing

24

25

26

additional plant to provide for water production, treatment, delivery, storage, and pressure

facilities in the W/hite Tank Service Area. This fee would only be applicable to new service

connections in the service area. The proposed feels $2,500 for a 5/8 X 3/4~inch metered

|
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1 customer, and it increases by the American Water Works Association capacity multipliers for

2 larger meter sizes.

3

4 Q. What is Staffs recommendation?

5 A.

6

Staff concludes that the proposed off-site facilities fees are reasonable, and recommends the

adoption of the specif ic tarif f  language contained in Exhibit A of the Staff  engineering

7 witness' testimony.

8

9

10 Q.

SYSTEM IMPROVEMENT BENEFIT (¢¢SIB9s) SURCHARGE

Has the Company requested a SIB Surcharge?

11 A.

12

13

Yes, as discussed on pages 5-8 of Mr. Harris' testimony, this surcharge would allow the

Company to replace aging and failing in£rast1tuctL1re, to maintain the integrity of its water

distribution system and provide safe reliable and adequate water service.

14

15 Q. What is a SIB?

16 A.

17

A SIB is a surcharge mechanism that enables the Company to implement and/or change a

surcharge to recover the cost of certain items of plant between rate cases.

18

19 Q. According to the Company, what are the benefits of a SIB?

20

21

22

23

24

The Company states that a SIB will benefit customers in older service areas such as the Penal

Valley and Coolidge Airport where infrastructure is reaching the end of its useful life and

larger levels of capital investment, coupled with the lag associated with the use of historic test

years, will result in larger step increases in rates at the mc new rates are approved by the

Commission. The Company further states that, with the SIB, once reinvestments are made in

25 qualifying infrastructure, rates would be raised gradually and in smaller steps.

26

A.
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1 Q. Has a SIB been approved in any other cases for AWC?

2 A.

3

4

5

Yes, the Commission has approved a SIB mechanism for the Company's Eastern" and

Northern" Groups but a recent coo_tt decision vacated the Commission's previous approval

of the SIB mechanism. On August 18, 2015, the Arizona Court of Appeals concluded that

the SIB mechanism does not comply with the Arizona Constitution's mandate that the

6

7

8

Commission determine a public service co1:poration's fair value when setting rates34. The

Commission stayed all approve SIB mechanisms pending the outcome of the appeal. TMs

appeal is currently pending at the Arizona Supreme Court.

9

10 Q.

11

What steps did Staff undertake in evaluating the Company's SIB filing approval

request in this Docket?

12 A.

13

The step undertaken and Staffs Endings are addressed in the testimony of the Engineering

Testimony sponsored by Staff witness Mr. Frank Srnaila.

14

15 Q. What is Staffs recommendation?

16

17

18

Staff recommends the Commission deny the SIB filing due to a lack of project prioritization

and cost schedules, the inability of the Company to complete proposed projects within a

reasonable timeframe and water loss of less than 10 percent for all water systems. Details of

19

20

this Staff recommendation are addressed in the testimony of Staff witness Mr. Frank Smaila.

Staff recormnends that this SIB approval request be denied due to uncertainties

21 accompanying the pending Supreme Court appeal.

22

A.

32 Docket Number W-01445A-11-0310
33 Docket Number W-01445A-12-0348
34 Arizona Court of Appeals Case No. 1 CA-CC 13-0002

3
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1 ARSENIC COST RECOVERY MECHANISM ("ACRM")

2 Q.

3 A.

4

5

6

Please describe the Company's history with the ACRM surcharge.

In November of 2000, the Company filed a rate case for its Northern Group in which the

Company requested among other rate making treatments, recovery of arsenic treatment costs

arising from rules established by the United States Env ironmental Protection Agency

("EPA") that required the maximum contaminants levels ("MCL") for arsenic in potable

7 water be reduced from 50 parts per billion ("ppb") to 10 ppb, effective January 2006. In

8

9

10

11

Decision Nos. 6640035 for the Northern Group, 6684936 for the Easter Group and 6830237

for the Western Group, the Company was authorized to request the use of the ACRM to

recover the costs of adding arsenic treatment plant in between rate cases through the use of a

surcharge, and this approval has been renewed in multiple cases since.

12

13 Q.

14

Has the Company specifically asked in this Docket to be allowed to continue to

request the use of the ACRM mechanism?

15 A. Yes.

16

17 Q. What is the reason behind the Company's request?

18 A.

19

20

21

The Company stated that they continue to face significant costs to build treaunent plant to

meet safe drinking water standards, and that "the ACRM has proven to be an effective

mechanism to facilitate recovery of federally mandated costs to construct and operate water

treatment plants for the purpose of complying with safe drinking water standards.38"

22

as Dated October 14, 2003.
as Dated March 9, 2004.
37 Dated November 14, 2005.
38 In Mr. GarHe1d's testimony in Section II, starting on page 6.
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1 Q. Does the Company have any immediate plans to add additional arsenic treatment

2 plants ?

3

4

5

6

7

Yes. In Mr. Harris' testimony, in Section II, starting on page 4, and in Mr. Schneider's

testimony in Section VI, starting on page 46, the Company indicates that additional arsenic

treatment plant is necessary at Well No. 34 in the Penal Valley service area. The Company

indicated that it has already started to plan and design the plant and estimates that it will cost

approximately $3.4 million. The Company anticipates having this treatment plant online by

8 December 31, 2016.

9

10 Q.

11

Has the Company requested specific rate making consideration in this Docket for any

additional arsenic treatment plant?

12 A. Yes. The Company included as a post-test year addition a. project for arsenic treatment plant

13

14

15

16

17

at Well No. 13 in the Penal Valley service area. However, due- to test year cut-off

considerations, Staff found that this plant was not used and useful in this Docket because it

was not in service by December 31, 2015, the cutoff date Staff is applying to all post-test

year plant additions. This project is estimated to cost $51.5 million and similar to the

treatment plant at Well No. 34 is anticipated to be placed in service by December 31, 2016.

18

19 Q.

20

Does Staff agree that the Company has the need for arsenic treatment plant at Wells

No. 13 and 34?

21 A. Yes. As noted in the Engineer's Report, Staff agrees that there is a need to in the near future

22 treat the water at WellNos. 13 and 34 in the Penal Valley service area, for arsenic and that

23 work is expected to be completed by the end of 2016.

24

A.

I
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1 Q.

2 A.

3

4

5

6

What is StamPs recommendationrelated to these two specific projects?

Staff recommends that the Commission continue authorization for an ACRM that preserves

eligibility for an ACRM surcharge limited to only the new arsenic treatment facilities at Wells

No. 13 and 34 in the Penal Valley Service area. Whether additional project specific ACRM

surcharges are granted should be reserved and subject to further review upon each application

by the Company for an ACRM surcharge.

7

8 Q. What is Staffs recommendation related to any additional unspecif ied future projects?

9 A.

10

11

12

l

13

For future projects beyond the Well Nos. 13 and 34 projects, Staff recommends that due to

the length of time that has passed since the EPA changed the arsenic MCLs, the Commission

put the Company on notice that any additional arsenic treatment facilities that will be required

at some unidentified point in the future will be evaluated for possible inclusion in rate base

through the normal rate case process. .

14

15

16 Q.

17

NITRATE COST RECOVERY MECHANISM lcsncRmss)

Has the Company requested approval of a cost recovery mechanism that would be

used to pay for the cost of Nitrate water quality compliance?

18 A.

19

20

Yes. In Mr. Gar8e1d's testimony in Section VI, starting on page 29, in Mr. Harris' tesdinony

in Section W, starting on page 8, and in Mr. Schneider's testimony in Section X, starting on

page 97, the Company makes its case for approval of a NCRM.

21 Q. What is the reason behind the Company's request?

22 A.

23

The Company stated that to meet safe drinking water standards it is necessary to build four

nitrate treatment facilities in the Penal Valley Service Area, in addition to the three facilities

24 they have already placed in service.

25
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1 Q- Does Staff agree that the Company has the need for nitrate treatment?

2

3

Yes. As noted in the Staff Engineer's Report, Staff agrees that there is a need to in the near

future treat the water at four of the Company's Penal Valley wells.

4

5 Q. Has the Commission approved a NCRM before?

6 A. No. Staff is not aware of any rate cases where the Commission has approved a NCRM.

7

8 Q. How does AWC propose the NCRM would work?

9

10

11

12

13

The Company proposes that the NRCM would work exactly like the ACRM as approved in

Decision No. 66400, dated October 14, 2003. This includes a two-step process, with step-

one being the recovery of the capital costs, and step-two being the recovery of specif ic

operating expenses. There are also specif ic reports required to be Eledthat show the

Company's current Financial position at the time they request a step-one ACRM surcharge."

14

15 Q. Has there been a change to the nitrate standards in providing safe drinking water?

16 No.

17

18 Q. Would there be such an extreme financial hardship for the four faci l i t ies planned in

19 the Pinal Valley Service Area?

20

21

22

No. The Company's engineers estimate that it will cost $26 million to construct these four

facilities.4°  As shown on Pinal Valley Schedule BAB-3 the total Staff adjusted plant in service

is $125 million and the total rate base is $57.8 million.

23

1

39 Decision No. 66400, Page 14, lines 9-16.

40 Direct Testimony of Mr. _]oh Harris, page 9 lines 4~5.

I

A.

A.

A.

A.
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1 Q. What is Staffs recommendation?

2 Staff recommends that the Commission deny the Company's request for an NCRM. While

3

4

5

6

Staff agrees that the Company needs treatment facilities to address this compliance issue, it

can be handled like it is being handled for the facilities already placed in service by the

Company, and that is through recognition of nitrate treatment investments in rate base during

the I1oIIn2l rate case process.

7

8 PURCHASED POWER ADJUSTMENT MECHANISM (¢&PPAM!a)

9 Q. Has the Company requested a PPAM?

10 Yes.

11

12 Q. What is a PPAM?

13 A.

14

15

16

17

A PPAM is a mechanism that allows the Company to pass through increases or decreases in

power expenses to customers without coming in for a full rate case. By definition, adjustor

mechanisms are for expenses that routinely fluctuate widely. In ARC's case, purchased

power expenses have not fluctuated drastically. Power costs for electric utility companies

such as Arizona Public Service that buy electricity on a daily basis will usually see wide

18 fluctuations in buying its power. By comparison, water utilities power expenses are much less

19 volatile.

20

21 Q- What reasons did AWC give for justifying a PPAM?

22 A.

23

24

25

A.

A.

The Company stated in Mr. Reiter's testimony (page 48, line 8) ".....e/eefdc power ba.r become

inerea.ring4/ oolafi/e in recent years, partioalaréf a.r a result of I/ae nuozber of rare/aages and aajurtor

mechanism:aa!/yoriedforand med Hy f/Je Company?eleetrieprooiderf' Further, the Company stated

that the CommissiOn had previously approved a PPAM for ARC that was deactivated in
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1 Decision No. 71845. They propose to update their AM-253 tariff which defines how the

2 PPAM would function.

3

4 Q. Did Staff analyze the Company's purchased power expense?

5

6

7

8

9

Yes. Staff reviewed the purchased power invoices/statements provided by the Company as

part of their application and die additional information provided by the Company in response

to Staff DR BAB 4.6. Based on this review and a review of the electricity adjustor

mechanisms listed in the Company's testimony, Staffs agrees with the Company that

purchased power has been and is likely to be volatile.

10

11 Q. What is Staffs recommendation?

12 A. Staff recommends approval of the Company's  proposed PPAM with the following

13 conditions:

14

15 (1)
16

17

18 (2)
19

ARC is allowed to pass through to its customers the increase or decrease in

purchased power costs that result from a rate change from any regulated electric

service provider supplying retail service to ARC.

Within 90 days of the Decision for this rate Blind, ARC must File a Plan of

Administration ("POA") for the PPAM for Commission approval.

20

21 (3) ARC will only recover increases or refund decreases that are due to changes in

22 purchased power rates.

23

24 Q. Does this conclude Staffs direct testimony?

25 A. Yes, it does.

/

||

A.
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Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. w-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-1

I REVENUE REQUIREMENT

1 Adjusted Rate Base $61,344,294 $577867,309

2 Adjusted Operating Income (Loss) $2,215,361 $2,558,296

3 Current Rate of Return (L2 / L l ) 3.61% 4.42%

4 Required Rate of Return 8.93% 8.02%

5 Required Operating Income (IA * Ll) $5,478,045 $4,640,958

6 Operating Income Deficiency (L5 - L2) $3,262,684 32,082,662

7 Gross Revenue Conversion Factor 1.6403 1.6319

8 Required Revenue Increase (L7 * L6) $5,351,781 $3,398,668 I

9 Adjusted Test Year Revenue $18,467,889 $18,467,889

10 Proposed Annual Revenue (LB + L9) $23,819,670 $21,866,557

11 Required Increase in Revenue (Vo) 28.98% 18.40%

References:
Column [A]: Company Schedule B-1
Column [B]: Staff Schedules BA8-2, BAB-4, BAB-10, BAB-11 and David Purcell Testimony

J
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Arizona Water Company - Pima! Valley (Casa Grande, Coolidge, Staniidd)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-2

GROSS REVENUE CONVERSION FACTOR

1
2
3
4
5
6

CahvIlulio/1 q[Gn1.rJ Ru/ann: Cam/crxiorr Farrar?

R e v e n u e

Uncollectible Factor (Line 11)

Revenues (Ll l l )

CombinedFaded Md State Tax Rate (L17) + Property Tax Factor (L22)
Subtotal (La- L4)
Revenue Conversion Factor (Ll I1.5)

100.0000%

0.0000%

100.0000%

58.7212%

61.2788%

1.6319 .

7
8
9

10
11

Cvbuhriun / Uncallenibk Fader:

Uni t y

Combined Fcdrtal and State Tax Rate (L17)
One Minus Combined Income Tax Rate (L7 - LB)
Uncolleculble Rate
Uncollectible Factor (LE * L10)

l00.0000%
37.630(1%
623700%
0.0000%

0

12

13

14

15

16

17

C;1L~uL1nan q[Q/kdiw Tax Kale:

Operating Income Before Taxes (Azizonz Taxable Income)

Arizona Stare Income Tax Rate

Faded Taxable Income (Ll2 - L13)

Applicable Faded Income Tax Rate (L44)

Effective Federal Income Tax Rate (L14 * L15)

Combined Federal and Sure Income Tax Rare (L13 + L16)

100.0000%
5.5000°/0

94.5000%_
34.0000%
311300%
37.6300%

18

19

20

21

22

ZN

100.0000%

57.6300%

6Z3700° /0

1 .749(>° /n

0.01 0912255

Cnhwhtian q'Ej2rziw PrqpargTax Farlor

Uni ty

Combined Pedeml and State Tax Rate (Lm)

One Minus Combined Income Tax Rat: (L18 - LIE)

Property Tax Factor (BAB-17, L24)

Effective Property Tax Factor (LZ1 * 1.22)

Combined Federal and Slate Tax and Pwpmv Tax Rate (L17 + LZ2) 38.7212%

24

25

26

54,640,958

2,558,296

Required Operating Income (Schedule BAB-1, LS)

Adjusted Test Year Operating Income (Loss) (Schedule BAB-10, L28)

Required Increase in Operating Income (L24 - L25) 52,082,662

27

28

29

$1,696,790

- 440,247

Income Taxes on Recommended Revenue (Col. [D], L52)

Income Taxes on Test Yea.:Revenue (CoL [B], L52)

Required Increase m Revenue to Provide fox Income Taxes (L27 . L28) $1,256,543

30

31

32

33

34

$21,866,557

0.0000*v/1_

$0

$0

Recommended Revenue Requirement (Schedule BAB-1, L10)

Uncollectible Rate (1.10)

Uncollectible Expense on Recommended Revenue (L24 * L25)

Adjusted Test Year Uncollectxlble Expose

Required Increase in Revenue to Provide for Uncollectible Exp. (L32 . L35) so

35

36

37

$1,028,806

969,343

Property Tax with Recommended Revenue (BAB-17, L19)

Property Tax on Test Yea: Revenue (BAB-17, L20)

Increase in Propenxy Tax Due to Increase in Revenue (BAB-17, L21) 559,463

38 Total Required Increase in Revenue (L26 + L30 + 12:4 + L37) 8.398.668

39

40

41

42

43

44

45

46

47

48

49

50

51

52

Cola/htian qflmmz Tam

Revenue (Schedule BAB-10, Col.[C], LB AgSch. BAB-1, Col. [BL L10)

Operating Expenses Excluding Income Taxes

Synchronized Interest (L47)

Axizcna Taxable Income (L56 - L37 - Las)

Arizona State Income Tax Rate

Arizona Income Tax (L39 * L40)

Federal Taxable Income (L33 - L35)

Federal Tax on First Income Bracket (51 - $50,000) @ 15%

Federal Tax on Second Income Bracket ($s0,001 - $75,000) @25%

Federal Tax on Third Income Bucket ($75,001 »  $100,000) @ 34%

Federal Tax on Founla Income Bucket ($l00,001 . $335,000) @39%

Federal Tax on Fifth Income Bucket ($335,001 -$100000,000) @34%

Total Federal Income Tax

Combined Federal and State Income Tax (L35 + L42)

Test Year

$18,467,889

15,469,346

1,828,607

$1,169,956

5.5000%

$64,346
1,105,590

7,500

6,250

8,500

91,650

261000

_375,900

3440,247

STAFF

Recommended

$21,866,557

15,528,809

1,828,607 .

$4,509,141

5.5000%_
$248,003

4,261,138

7,500

6,250

8,500

91,650

1,334,887

1,448,787

$1,696,790

53 Applicable Federal Income Tax Rate (Col. [D], L42 . CoL [B], LA2] / [COL [C], L36 . CoL [A], L36) 34.00° /1

I

54

55

56

Ca/azhliun gffnrensr .§wn*/1rvni;nlian..

Rm Base (Schedule BAB-3, Col [C], L28)

Weighted Average Cost of Debt

Synchronized Inxexest (L45 * L46)

5577867,309

3.16%

$1,828,607



RATE BASE - ORIGINAL COST/FAIR VALUE

LINE
no. DESCRIPTION

A l

REF

C
STAFF

AS
AQIUSTED

COMPANY
AS

FILED
STAFF

ADJUSTMENTS

Ariizona Water Company - Pinal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. w-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-3

1

2

3

Plant in Service

Less: AccumulatedDepreciation

Net Plant in Service

$172,895,727 ($3,208,287)
44,260,678 0

$128,635,049 . <$3,208,28

1 $169,687,440

44,260,678

$125,426,762

LESS:

Net Contribution in Aid-of Construction (CIAC) $24,300,021 $0 $24,300,021

Advances in Aid of Construction (AIAC) 36,540,428 0 36,540,428

Customer Deposits 422,585 0 422,585

Deferred Income Tax Credits 12,343,427 0 12,343,427

4

5

6

7

8

9

10

11

12

13

14

15

16

.17

Total Deductions . $73,6b3,461" 39 $733T>6,461 .

ADD:
Unamortized Finance Charges $0 $0 $0

Deferred Tax Assets 0 0 0

Allowance for Working Capital 1,561,902 (268,698) 2 1,293,204

Net Regulatory Asset / (Liability) 4,753,804 0 4,753,804

18

19

20

21

22

23

24

25

26

27

28

Total Additions $6,318,706 - ¥268,698)` $ 6 5 0 0 8

Original Cost Rate Base $61,344,294 _@3,4'76,9851 $57,867,309

References:
Column [A]: Company Schedule B-1
Column [B]: Schedule BAB-4
Column [C]: Column [A] + Column [B]



LINE
•

ACCT.
NO. DESCRIPTION

A 1 Cl »I

COMPANY
AS FILED

Post Test Year
ADI No. 1

Allowance for
Working Capital

ADI No. 2
STAFF

ADIUSTED

R248 Sch BAB-5 Rat? Sch BAB-6

Arizona Water Company - Final Valley (Casa Grande, Coolidge, Stanfield)

Docks[ No. W-01445A-15-0277

Test Year December 31, 2014

Schedule BAB-4

sumi71Axiy OF ORIGINAL COST RATE BASE ADjU§_T1v1EnT§

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

P L A N TIN  S E R V IC E :

301 Organization Costs

302 Franchise Costs

303 Other Intangibles

310.1 Water Rights
310.3 Other Source ofSupply Land
310.4 Wells - Other
314 Wells
320 Pumping Plant Land
321 Pumping Plant Structures 8: Improvements

325 Electric Pumping Equipment

328 Gas Engine Equipment

330 Water Treatment Plant - Land
331 Water Treatment Structures and Improvements

332 Water Treatment Equipment

340 Transmission and Distribution - Land

341 Transmission and Distribution - Structures

342 Storage Tanks

343 Transmission and Distribution Mains

34-4 Fire Sprinkler Taps

345 Services

346 Meters

348 Hydrants

389 General Plant Land

390 General Plan Structures

390.1 Leasehold Improvements

391 Office Furniture 8: Equipment

393 Warehouse Equipment

394 Tools, Shops, and Garage Equipment

395 Laboratory Equipment

396 Power Operated Equipment

397 Communications Equipment
398 Miscellaneous Equipment

$216

82,969
1,906,112

366,071

298,575

0

6,982,428

31,897

366,670

16,229,982

20,026

680,718
1,898,025

11,483,233

1,653,038

1,333

4,515,209
77,682,294

2,775,607

25,122,555

3,922,237

9,647,072
8,772

513,967

582,132

2,227,891

26,750

532,770

107,876

103,403

2,912,697
213,202

$0
0

0

0

0

0

0

0

(83,072)

(588,262)

0

0
0

(1,525,225)

0

0

4,340

(215,706)

0

(187,301)

(530,000)

(20,000)

. 0

0

(10,283)

(12,584)

0

(12,000)

0

0

(28,195)
0

$0

0

0

0

0

0

0

0

0

0

0

0

0

0

0
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

$216

82,969

1,906,112

366,071

298,575

0

6,982,428

31,897

283,598

15,641,720

20,026

680,718

1,898,025

9,958,008

1,653,038

1,333

4,519,549

77,466,588

2,775,607

24,935,254

3,392,237

9,627,072

8,772

513,967

571,849

z,215,307
26,750

520,770

107,876

103,403
2,884,502

213,202

33

Gross Utility Plant in Service

Less: Accumulated Depreciation

Net Utility Plant in Service (129 - L30)

$172,895,727
44,260,678

$128,635,049

($3,208,287)
0

<ss,208,287>

$0
0

$0

$169,687,440

44,260,678

$125,426,762

DE DUCUON5

Contributions in Aid of Construction (CIAC)

Less: Accumulated Amortization

Net CLAC (L32 . 1.33)

Advances in Aid of Construction (AIAC)
Customer Meter Deposits
Deferred Income Tax Credits
Total Deductions

$29,481,326

5,181,305

$24,300,021

36,540,428
422,585

12,343,427

$73,606,461

$0
0

$0
0
0

0

$0

$0
0

$0
0
0

0

$0

$29,481,326

5,181,305

$24,300,021

36,540,428
422,585

12,343,427

$73,606,461

AD mo .S` :
Unaxnortized Finance Charges

Deferred Tax Assets

Allowance for Working Capital

Net Regulatory Asset / (Liability)

Total Additions

$0
0

1,561,902

4,753,804

$6,315,706

$0
0

0

0

$0

$0
0

(268,698)

0

{$268,698)

$0

0

1,293,204

4,753,804

$6,047,008

34

35

36
37

38

39

40

41

42

43
44

45

46

47

48

49
50

51

52

53

54

55 ORIGINAL COST RATE BASE $61 ,34-4,294 <s8,208,287) ($268,698) $57,867,309

Ill



RATE BASE ADJUSTMENT no. 1 - POST TEST YEAR ADDITIONS

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-014-45A-15-0277
Test Year December 31, 2014

Schedule BAB-5
Page 1 of 2

[B]
LINE
NO.

1
2
3
4
5
6

ACCT.
n o .
321
325
332
342
343
345

346
348

390.1
391
394
397

DESCRIPTION
Pumping Plant Structures & Improvements
Electric Pumping Equipment
Water Treatment Equipment

Storage Tades
Transmission and Distribution Mains
Services .
Meters
Hydrants

Leasehold Improvements
Office Furniture & Equipment

Tools, Shops, and Garage Equipment
Communications Equipment

7

8

9

10

11

12

13

[A]
COMPANY
AS FILED

$366,670

16,229,982

11,483,233

4,515,209

77,682,294

25,122,555

3,922,237

9,647,072

, 582,132

2,227,891

552,770

2,912,697
_$155,224,742

ADJUSTIMIENT
($83,072)

(588,262)

(1,525,225)

4,340

(215,706)

(187,301)

(530,000)

(20,000)

(10,283)

(12,584)

(12,000)

(28,195)

(§3,208,287)

[ q
STAFF

ADJUSTED
$283,598

15,641,720

9,958,008

4,519,549

77,466,588

24,935,254

3,392,237

9,627,072

571,849

2,215,307

520,770

2,884,502
$152,016,455

Project No.

Adjustments based on costs as of 11/30/15

Acct. No. Project Title
321 Coolidge 9 8: 10 Nitrate

325 Coolidge 9 and 10 BPS
325 Cottonwood BPS & Tank

325 Electrical
325 PV 33 Pump
325 PV Well No. 19
325 PV Well 27
325 Stanfield BPS
325 PV Well No. 26
325 PV Well No. 27
325 PV Well No. 31
332 Valley Farms
332 PV Well No. 29

332 PV 32 & 33 Nlttatc
332 Coolidge 9 & 10 Strainer
342 Coolidge Tank

343 Hwy 84 Gate Valves
343 Overfield Road
343 Cottonwood & Pearl
343 PV 33 Flush Line
343 Cameron & Morrison
343 CG Mountain

343 2nd Sr & Morrison
345 SR 87 & AZ Blvd Ashpalt

345 Cholla Sr Asphalt

5299

5164

5170

5173

5251

5296

5304

5306

5358

5359

5362

5167

5260

5303

5307

5361

5168

5169

5171

5301

5329

5332

5344

5339

5341

Estimated Cost
$100,000

175,000

1,200,000

106,065

245,552

175,000

175,000

43,000

115,000

200,000

117,000

1 ,250,000

25,000

174,000

40,000

70,000

110,000

392,000

517,000

180,000

.  24 ,000

300,000

27,000

62,000

43,000

Updated Cost
$16,928

82,530

1,267,173

103,598

245,968

149,382

6,244

42,857

115,775

6,554

3,272

1,309,763

19,275

173,112

41,625

74,340

115,529

407,891

551,402

194,840

19,402

191,545

23,685

57,535

35,165

Subtotal

Adjustment

($83,072)

(92,470)

67,173

_ (2,467)

416

(25,618)

(168,756)

(143)

775

(193,446)

(113,728)

59,763

(5,725)

(888)

1,625

4,340

5,529

15,891

34,402

14,840

(4,598)

(108,455)

(3,315)

(4,465)

(7,835)

($610,Z26)

14
15
16
17
18

19
20

21
22
23
24
25
26
27
28
29

30
31

32
33
34
35
36
37

38
39
40
41
42
43
44
45

46
47
48

Adjustments based on costs as of 11/30/15
Acct, No. Project Title

391 Server Replacement
Project No. Estimated Cost Updated Cost Allocation Adjustment

5326 $14,000 $20,180 0.3317 $2,050
Subtotal $2,050

Total adjustment to plant based on costs ($608,1'/6)

lllll\l\\l



RATE BASE ADJUSTMENT no. 1 - POST TEST YEAR ADDITIONS CON'T

Arizona Water Company - Pinal Valley (Casa Grande, Coolidge, SfanGe1d)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-5

Page 2 of 2

Not Used

Acct. No.
325
332
332
343
345
346
346
348
391

394

Project No.

49

50

51

52

53

54

55

56

57

58

59

60

61

62

63

64

and Useful - Final Valley

Project Title
Blanket Projects
Coolidge Well No. 13 ARF
Coolidge Airport
Blanket Projects
Blanket Projects
Blanket Projects

Blanket Projects
Blanket Projects
Blanket Projects

Blanket Projects

Blankets

4806
5166

Blankets
Blankets

0076
Blankets
Blankets

Blankets
Blankets

Estimated Cost

$60,000

1 ,500,000

80,000

170,000

175,000

120,000

410,000

20,000

8,000

12,000

Final Cost

$0
0
0
0
0

0
0
0
0
0

Subtotal

Adjustment

($60,000)

(1 ,500,000)

(80,000)

(170,000)

(175,000)

(120,000)

(410,0001

(20,000)

(8,000)

(12,000)

($2,5550000)

Not Used and Useiixl - Phoenix Office

65

66

67

68

69

70

Acct. No. Project Title

390.1 Office Signs

391 Company Website

397 Phone System

Project No. Estimated Cost

5325 $31,000

5327 20,000

5324 85,000

3-Factor
Allocation Adjustment

0.3317 ($10,283)

0.3317 (6,634)

0.3317 _ (28,195)

Subtotal ($45,111)

Total adjustment for not used and useful plant ($2,600,111)

REFERENCES:
Column [A]: Company Schedule B-2, page 2 and B-2 Appendix pages 1-4, 7 and 11
Column [B]: Testimony, BAB
Column [C]: Column [A] + Column [B]

|



Arizona Water Company _ Penal Valley (Casa Grande, Coolidge, St2nEeld)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-6

I RATE BASE ADIUSTMENT no. 2 . ALLOWANCE FOR WORKING CAPITAL I
[8] [D]

REVENUE
LAG DAYS

[E]
EXPENSE
LAGDAYS

30.87
14.00

(57.84)
(18.11)

(45.27)
(4-6.50)

(8.92)
(9.27)
37.00

37.00
14.00

83.10
212.00

(98.83)
34.72

DESCRIPTION
Purchased Power
Payroll

Purchased Water

Chemicals

Property 8: Liability Insurance
Worker's Compensation Insurance

Medical, Vision, Dental, LTD & Life Insurance
Other O & M (Excluding Rate Case Expense)

Federal Income Taxes
Since Income Taxes

FICA Taxes
FUTA & SUTA Taxes

Property Taxes

Registration, Svc. Conuacrs, 8: Misc Fees
Retirement Annuities (4-OIK)

Tomi Operating Expenses

[Al
COMPANY

AS FILED
$2,071,310

3,869,443

715,000

407,363

215,569

56,136

868,512

1,999,287

1,839,977

313,163

267,606

3,202

1,062,879

86,918

296,049

$14,072,414

AD_[UST1\[ENT
$0

(216,819)
0
0
0
0

(16,013)
(44,156)

(391,190)
(65,160)
(1,958)

0
(93,536)

0
Q2,802)

($841,635)

[ q
STAFF

ADJUSTED
$2,071,310

3,652,624

715,000

407,363

215,569

56,136

852,499

1,955,131

1,448,787

248,003

265,648

3,202

969,343

86,918

283,247 .

$13,230,779

29.50

29.50

29.50

29,50

29.50

29.50

29.50

29.50

29.50

29.50

29.50

29.50

29.50

29.50

29.50

[Fl
NET
!-AQ DAsh

( w e
15.50
87.34
47.61
74.77
76.00
38.42
38.77
(750)
(7.50)
15.50
(53.60)

(18250)
128.33
(5.2)

[G] [1-1]
LEAD/LAG WORKING CASH
FACTOR _REQUIREMENT

(37,775)

155,111

171,091

53,136

44,159

11,689

89,734

207,672

(29,770)

(5,096)
11,281

(470)

(484,671)

30,559

(4,051)

$242,600

(0.0038)
0.0425

0.2393

0. 1504

0.2048
0.2082

0.1053
0.1062

(0.0205)

(0.0205)
0.0425

(0.1468)

(0.5000)
0.3516

(0.0143) _ _

Interest Expense 1,828,607 29.50 91.25 (61.75) (0.17) (309,360)

LINE
n o .

1

2

3
4

5
6

7

8
9

10

11
12

13

14

15
16

17

18
19
20

21

2.2
25

24
25

26
27
28

Total $14,072,414.  - 841,635) $15,059,386 (166,760)

Working Cash Requirement
Materials and Supplies Invaxrory

Requ.1.red Bank Balances
Prcpaymenrs & Special Deposits
Allowance for Working Capital

COMPANY

AS FILED
$201,938

119,556
799,112
441,295

81,561,901

STAFF
AD1us'1;v42nT ADIUSTEIQ

($268,698) ($66,760)

0 119,556

0 799,112

0 441,295

_ ($268,698') $1,293,203 _

REFERENCES:
Column [A]: Company Schedule B-5 and B-5 Appendix page 1

Column LB]: Testimony,BAB
Column [C]: Column [A] + Column [B]
Column [Dy Company Schedule B-5 Appendix page 1
Column [E]:Company Schedule B-5 Appendix page 1
Column [F]: Column [D] + Column [E]
Column [G]:Column [P] /365
Column [l*{1: Column [q X Column [G]



NOT USED

Arizona Water Company - Pinal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-7

[A]
COMPANY
AS FILED

EB]
LINE
NO. DESCRIPTION ADJUSTMENT

[C]
STAFF

ADJUSTED

rt

II



NOT USED

Arizona Water Company - Pinal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-8

[A]
COMPANY
AS FILED

[B]
LINE
NO. DESCRIPTION

[C]
STAFF

ADJUSTMENT __ ADJUSTED

v



NOT USED

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-9

LINE
NO. DESCRIPTION

[A]
COMIPANY
AS FILED

[B]

ADJUSTMENT

[C]
STAFF

{\DlUSTED



I• IN INCOME STATEMENT - ADJUSTED TEST YEA.R AND STAFF RECOM
I

LINE
no. DESCRIPTION

. [A]
COMPANY
A.D]USTED
TEST YEAR
AS FILED

[B]

STAFF
TEST YEAR

ADIUSTMENTS

[C]
STAFF

TEST YEAR
AS

AD]USTED

[D]

STAFF
RECGMMENDED

CHANGES

[E]

STAFF
RECOMMENDED

Axiizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)

Docket No. W-01445A-15-0277

Test Year December 31, 2014

Schedule BAB-10

RE VE1\]UE_y.-
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues
Miscellaneous
Total OperatingRevenues

$11,298,361

5,412,782

957,969

121,650

216,003

461,124

$18,467,889

$0

0

0

0

0

0

$0

$11,298,361

5,412,782

957,969

121,650

216,003

461,124

$18,467,889

$2,132,497

1,021,630

180,811

22,961

40,769

0

$3,398,668

$13,430,858

6,434,412

1,138,780

144,611

256,772

461,124

$21,866,557

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

OPERATDVG Ex7>EnsE5.~
Purchased Water
Other source of supply expense
Purchased Power
Purchased Gas
Other pumping expense
Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Customer Service & Sales Expense
Administrative & General Expenses
Depreciation & Amortization Expenses
Federal Income Taxes
State Income Taxes
Property Taxes
Other Taxes
Total OperatingExpenses

$1,085,544

75,424

2,071,310

878

892,848

1,4-04,743

1,661,471

1,239,559

2,093

2,543,213

3,963,576

143,745

24,465

969,214

174,445

$16,252,528

$0
(232)

0

0

(96,763)

(27,594)

(80,570)

(10,113)

0

(92,672)

(305,199)

232,155

39,881

129

(1,958)

($342,935)

$1,085,544

75,192

2,071,310

878

796,085

1,377,149

1,580,901

1,229,446

2,093.

2,450,541

3,658,377

375,900

64,346

969,343

172,487

315,909,593

$0

0

0

0

0

0

0

0

0

0

0

1,072,887

183,656

59,463

0

$1,316,006

$1,085,544

75,192

2,071,310

878

796,085

1,377,149

1,580,901

1,229,446

2,093

2,450,541

3,658,377

1,448,787

248,003

1,028,806

172,487

$17,225,599

Operating Income (Loss) $2,215,361 $342,935 $2,558,296 $2,082,662 $4,640,958

References'

Column [A]: Company Schedule C-1 Page 2 of 3
Column [B]: Schedule BAB-11
Column [C]: Column [A] + Column [B]
Column [Dr Schedules BAB-1, BAB-2 Z11d BAB-17
Column [E]: Column [C] + Column [D]
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OPERATING INCOME ADJUSTMENT no. 1 - NOT USED

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. w-01445A_15-0277
Test Year December 31, 2014

Schedule BAB-12

LINE
NO. DESCRIPTION

[A] [B] [C]
COIWPANY STAFF STAFF

_PROPOSED ADJUSTMENT RECOMMENDED

II



OPERATING INCOME ADJUSTMENT no. 2 ... SALARIES & WAGES

Arizona Water Company - Pima] Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-13

LINE
NO. DESCRIPTION

1 Source of Supply
2 Pumping

Water Treatment

Transmission & Distribution

Customer Accounting
Administrative & General

Administrative & General _ 401K
Taxes Other

Total

3
4
5
6
7
8
9

[A]
COMIPANY

_PROPOSED
$10,514

136,801

47,740

103,167

30,062

91,623

31,289

27,016

$478,212

[B] [C]
STAFF STAFF

ADJUSTMENT RECOMIMIENDED
($142) $10,372

(92,050) 44,751
(26,264) 21,476
(71,643) 31,524
(7,270) 22,792

(19,450) 72,173
(12,802) 18,487
(1,958)_ 25,058

($231,579) $246,633

References:
Column [A]: Company Schedule C-2 Appendix pages 12 and 13 and Workpapers
Column [B]: Testimony BAB
Column [C]: Column [A] + Column [B]



OPERATING INCOME ADJUSTMENT no. 3 - VEHICLES

ArizonaWaterCompany - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No.W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-14a

LINE
NO. DESCRIPTION

1 - Source of Supply
2 Pumping

3 Water Treatment

4 Transmission & Distribution
5 Customer Accounting
6 Administrative & General

Total

[A] [B]
COMPANY STAFF
PROPOSED ADJUSTMENT

$416 (190)
21,679 (4,713)
6,115 (1,330)

41,066 (8,927)
13,076 (2,843)

_ _ 1,155 __ (251)
$83,507 _ ($18,154)

[C]
STAFF

RECOMMENDED
$326

16,966
4,785

32,139
10,233

904
$65,353

References: -
Column [A]: Company Schedule C-2 Appendix page 23 and Workpapers
Column [B]: Testimony BAB
Column [C]: Column [A] + Column [B]



OPERATING INCOME ADJUSTMENT NO. 4 - LIFE INSURANCE

ArizonaWaterCompany -PenalValley (CasaGrande, Coolidge ,Stanfield)
Docket No.W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-14b

LINE
NO. DESCRIPTION

1 Administrative & General - Life Insurance

IA] to]
CQMPANY STAFF
PROPOSED . ADJUSTMENT

$16,013 ($16,013)

[C]
STAFF

RECOMMENDED
$0

References:

Column [A]: Company Schedule C~Z Appendix, page 16 and Workpapers

Column LB]: Testimony BAB

Column [C]: Column [A] + Column [B]

J
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OPERATING INCOME ADJUSTMENT NO. 5 - RATE CASE EXPENSE

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-14c

LINE
NO. DESCRIPT ION

1 Administrative & General - Rate Case Expense
2

[A] [B] [C]
COMPANY STAFF STAFF
PROPOSED ADJUSTMENT RECOMMENDED

$142,049 ($44,156) $97>894

Company Proposed

Service Area

Penal Valley

White Tank

Ago

Total
[2]

Allocation

Rate

87.64%

10.46%

1. 90%

[c]
Normalization

Period
$486,274

486,274

486,274

lb]
Allocated

Expense

$426,148

50,876

9,250

3

3

3

[d]
Annual

Expense

$142,049

16,959

3,083

Staff Recommended

Service Area

Pined Valley

White Tank

Ago

Total
[4

Allocation

Rate

87.64%

10.46%

1 .90%

[c]
Normalization

Period
$335,117

335>117

335,117

[b]
Allocated

Expense

$293,681

35,061

6,375

3

3

3

ld]
Annual

Expense

$97,894

11,687

2,125

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Rate Case Expense Category

Cost of Capital

Legal

Public notice

Transcripts

Supplies

ACC site visits »

Courier Service

Over time and temporary services

Hearings

Total

Company

Proposed

Amount

$63,617

375,000

8,225

6,109

5,305

816

1,954

24,560

689

$486,274

Staff

Recommended

Amount Difference

$63,617'
200,000

8,000
4,500

12,000
1,000

500
45,000

500
$335,117

$0

(175,000)

(225)

(1,609)

6,695

184

(1,454)

20,440

(189)

($151,157)

References:

Column [A]: Company Schedule C-2 Appendix page 21 and Workpapers
Column [By Testimony BAB

Column [C]: Column [A] + Column [B]
Column [a]: Testimony BAB
Column [b]: Column [a] x Column [b]
Column [c]: Testimony BAB
Column [d]: Column [b] / Column [c]
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Arizona Water Company .. Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. w-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-15

I OPERATING INCOME ADJUSTMENT no. 6 - DEPRECIATION EXPENSE

[A]
GROSS UTILITY

PLANT IN SERVICE

[B]
FULLY/NON

DEPRECIABLE

[Cl
DEPRECIABLE

PLANT

[D]
DEPREC.

RATE

[E]

DESCRIPTION EXPENSE

1
2
3
4
5
6
7
8
9
10

Line ACCT
No. NO.

Plant In Service
301 Organization Costs
302 Franchise Costs
303 Other Intangibles - 15 Years
303 Other Intangibles - 20 Years
310.1 Water Rights
310.3 Other Source of Supply Land
310.4 Wells - Other
314 Wells
320 Pumping Plant Land
321 Pumping Plant Structures 8: Improvements
325 Electric Pumping Equipment
328 Gas Engine Equipment
330 Water Treatment Plant - Land
331 Water Treatment Structures and Improvements
332 Water Treatment Equipment
340 Transmission and Distribution - Land
341 Transmission and Distribution - Structures
342 Storage Tanks
343 Transmission and Distribution Mains
344 Fire Sprinkler Taps
345 Services
346 Meters
348 Hydrants
389 General Plant Land
390 General Plan Structures
390.1 Leasehold Improvements
391 Office Furniture & Equipment
393 Warehouse Equipment
394 Tools, Shops, and Garage Equipment
395 Laboratory Equipment
396 Power Operated Equipment
397 Communications Equipment
398 Miscellaneous Equipment

.11

$216

82,969

171,081

1,732,213

366,071

298,575

0

6,982,428

31,897

283,598

15,641,720

20,026

680,718

1,898,025

9,958,008

1,653,038

1,333

4,519,549

77,466,588

2,775,607

24,935,254

3,392,237

9,627,072

8,772

513,967

571,849

2,215,307

26,750

520,770

107,876

103,403

2,884,502

213,202

$216

82,969

171,081

1,73;213

?66,071

298,575

0

6,982,428

31,897

283,598

15,641,720

20,026

680,718

1,898,025

9,958,008

1,653,038

1,333

4,519,549

77,4-66,588

2,775,607

24,935,254

3,392,237

9;627,072

8,772

513,967

571,849

2,215,307

26,750

520,770

107,876

103,403

2,884,502

213,202

0.00%
0.00%
6.67%
5.00%
0.00%
0.00%
0.00%
3. 13%
0.00%
Z86%
5.88%
4.00%
0.00%
2.50%
2.86%
0.00%
3.33%
200%
1 .79° /o
2.00%
2.38%
4.55%
1 . 82%
0.00%
2.50%
0.00%
6.67%
5.00%
4.00%
5.00%
6.67%
6.67%
3.33%

$0
0

11,406

86,611

0

0

0

218,550

0

8,111

919,733

801

0

47,451

284,799

0

44

90,391

1,386,652

55,512

593,459

154,347

175,213

0

12,849

0

147,761

1,337

20,831

5,394

6,897

192,396

7,100

Subtotal General $169,684,622 $169,684,622 $4,427,644

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47

ContnW:u1ion(s) in Aid of Construction (Gross)
Less: Non Annunizable ContnTaudon(s)

Fully Amortized Contdbution(s)
Amortizable C° m1ibua0n(=)
Times: Staff Proposed Amortization Rare
Anuortizpgiou.of CIAC

Less: Annonizaxion of Contributions

$29,481,326

0

0

$29,481,326

261%

$769,267 $769,267

SMf Recommended Depreciation Expense
Company Proposed Depreciation Expense
Increase/(IDe¢:rease) to Depreciation Expense

$3,658,377

3,963,576

($305,199)

I



OPERATING INCOME AD]USTMENT NO. 7 - INCOME TAX EXPENSE

Arizona Water Company -
Docket No. w-01445A-15-0277
Test Year December 31, 2014

Penal Valley (Casa Grande, Coolidge, Stanfield) Schedule BAB-16

[A] [B] [c]
COMPANY STAFF STAFF
PROPOSED ADlUSTl\£ENT _RECOMMENDED .

$143,745 $232,155 $375,900
24,465 39>881 64,346

LINE
NO. DESCRIPTION

1 Federal Income Taxes
2 State Income Taxes
3
4 Total $168,210 $272,037 $440,247

References:
Column [A]: Company Schedule C-2 Appendix page 37
Colurml LB]: Testimony BAB
Column [C]: Column [A] + Column [B]

lllll\



OPERATING INCOME ADJUSTMENT no. 8 - PROPERTY TAXES

LINE
NO. DESCRIPTION

A
STAFF

AS ADJUSTED
STAFF

RECOMMENDED

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)

Docket No. W-01445A-15-0277

Test Year December 31, 2014

Schedule BAB-17

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

Staff Adjusted Test Year Revenues

V(/eight Factor

Subtotal (Line 1 * Line 2)

Staff Recommended Revenue

Subtotal (Line 4 + Line 5)

Number of Years

Three Year Average (Line 5 / Line 6)

Department of Revenue Multiplier

Revenue Base Value (Line 7 * Line s)

Plus: 10% of CWIP

Less: Net Book Value of Licensed Vehicles

Full Cash Value (Line 9 + Line 10 - Line 11)

Assessment Ratio

Assessment Value (Line 12 * Line 13)

Composite Property Tax Rate - Obtained from ADOR

Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)

Company Proposed Property Tax

Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)

Staff Test Year Adjusted Property Tax Expense (Line 16)

Increase in Property Tax Due to Increase in Revenue Requirement

$18,467,889

- _ _2

$36,935,778 -
18,467,889

$55,403,667

_3
$18,467,889 - ..

2
$36,935,778 . .

0

_ 0
$36,935,778

1_8.00%

$6,648,446

14.58000%

$969,343 .. .

969,214

$129 .

$18,467,889

_ _ _ _ 2 _

$36,935,778

21,866,557

$58,802,335 .

3
$19,600,778

2
$39,201,557

0

. . _ 0 _
$39,201,557

18.00%
$7,056,280

14.58000%

$1,028,806
969,343
$593463

22

23

24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)

Increase in Revenue Requitement

Increase in Property Tax Per Dollar Increase in Revenue (Line Z2 / Line 23)

$59,463

$3,398,668

1.749600%

REFERENCES:

Line 15: Composite Tax Rate obtained Eros Arizona Department of Revenue

Line 17: Company Schedde C-1 Page 2

Line 21: Line 19 - Line 20



Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

DIRECT TESTIMONY OF BRITON BAXTER

TABLE OF CONTENTS

SCH # TITLE

BAB-1
BAB-2
BAB-3
BAB-4
BAB-5
BAB-6
BAB-7
BAB-8
BAB~9
BAB-10
BAB-11
BAB-12
BAB-13
BAB-14a
BAB-14a
BAB-14b
BAB~15
BAB-16
BAB-17

REVENUE REQUIREMENT
OROSS REVENUE CONVERSION FACTOR
RATE BA_SE - OBJGINAL COST/FAIR VALUE
SUMMARY OF ORIGINAL COST RATE BASE AD_IUS_TMENTS
RATE BASE ADJUSTMENT NO. I - POST TEST YEAR_ADDITIONS
RATE BASE ADJUSTMENT NO._2 - ALLOWANCE FOR WORKING CAPITAL
NOT USED .
NOT USED
NOT USED
OPERA3;N~1O_INCOME STATEMENT; ADJUSTED TEST YEAR AND ST_AFF RECOMMENDED
SUMMARY OF OPERATING INCOME STATEMENT AD_IUST'MENTS - TEST YEAR
OPERATING INCOME ADJUSTMENT NO. 1 - WEATHER NORMALIZATION AND DECLINING USAGE
OPERATING INCOME ADJUSTMENT NO. 2 -_SALARIES & WAGES
OPERATING INCOME ADJUSTMENT NO. 3 - VEI-IICLES
OPERATING INCOME ADJUSTMENT NO. 4 -_LIFE INSURANCE
OPERATHQG INCOME ADJUSTMENT NO. 5 - RATE CASE EXPENSE
OPERATING INCOME_ADJUSTMENT NO. 6 - DEPRECIATION EXPENSE
OPERATING INCOME ADJUSTMENT NO. 8 _ PROPERTY TAXES
OPERATING INCOME ADJUSTMENTNO. 7 _ INCOME TAX EXPENSE

I



LINE
no. DESCRIPTIGN

A I
l

c:om1>A1w
ORIGINAL

COST

STAFF
ORIGINAL

COST

$334,737

ll

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-1

EEVENUE REQUIREMENT

1 Adjusted Rate Base $5,107,754 $5,058,486

2 Adjusted Operating Income (Loss) $113,126 $210,722

3 Current Rate of Return (L2 / L1) 2.21% 4.17%

4 Required Rate of Return 8.93% 8.02%

5 Required Operating Income (LE * Ll) $456,122 $405,691

6 Operating Income Deficiency (L5 _ L2) $342,996 $194,969

Gross Revenue Conversion Factor 1.6377 1.7169

8 Required Revenue Increase (L7 * L6) $561,725

9 Adjusted Test Year Revenue $2,310,991 $2,321,542

10 Proposed Annual Revenue (L8 + L9) $2,872,716 $2,656,279

11 Required Increase in Revenue (%) 24.31 % 14.42%

I

References:
Column [A]: Company Schedule B-1
Column [B]: Staff Schedules BAB-2, BAB-4, BAB~10, BAB~11 and David Parcels Testimony



LINE
no. DESCRIPTION IA] rm III

Arizona Water Company . White Tank
DOCkCl No. W_01445A_15_0277
Test Year December 31, 2014

Sdledule BAB-2

GROSS REVENUE CONVERSION FACTOR

l
2
3
4
5
6

Cp/mhfiun lfGro.r:Rzvenw Convmion Factor:

Revenue

Uncolleetslzlc Factor (Line11)

Revenues(Ll - 1.2)

Combined Federal and Sure Tax Rate (L17) + Property Tax Factor (L22)
Subtod (LE - LE)
Revenue Conversion Favor (Ll / Ls)

100.0000%
0.0000%.

100.0000%
41.7547%_
58.24S3°/o

L716876379

7
8
9
10
11

C9141//afian of Unznlleaibk Fader:

Unity

Combined Federal and Sm: Tax Rate (L17)
One Minus Combined Income Tax Rate (LE - LB)
Uncollcctialc Rate
Uncollectible Factor (LE * L10)

100**9°9%_
40.8187%

59.1 B13%

0.0<J00%_
0

12

13

14

15

16

17

Cahuhdnn ¢'Ef¢r1YfI¢ Tm( Rafe'

Operating Income BeforeTaxes(ArizonaTaxable Income)

A»dzoua State Income Tax Rate

Federal Taxable Income (L12 .L13)

Applicable Federal Income Tax Rate (L44)

EffectiveFederal Income TaxRate (1.14 * L15)

CombinedFedcd and State Income Tax Rate (L15 + L16)

Iw_0000l/,
5.500096

945896 .
37.3743%
35_'5187°/»
40.8181%_

18
19
20
21
22
3

100.0000%

40.8187%

59.1813%

1.S816%

0.9360%

Calif/hkbn 4fEj'edive Prqpeqr Two Farrar

Unity

Combined Federal and She TaxRate (L17)
One Minni Combined Income Tax Rue (L18 _ L19)
Property Tax Facto: (BAB-17, 1.24)
Effccéve Propcny Tax Factor (L21 * Liz)
Combined FedenI and State Tax and Property To Rate (1.17 + 1221) 41 .7547%

24

25

26

Rcquixcd Opazting Income (Schcdu]:BAB»1, Ls)

AdjustedTest YearOperatingIncome (Loss) (Schedule BAB-10,L28)

Required Increase in Operating Income (L24 - L25)

$405,691

210,722

I

t.2

$194,969

27

28

29

Income Taxes on Recommended Revenue (Col. [D], LS2)

Income Taxes on Test Year Revenue (CoL [B],LSZ)

Required Increase in Revenue to Provide for Income Taxes(IJ7 - 128)

$148,375
-- 15,851

$134,474

30

31

32

33

34

Recommended Revenue Requiranent (Schedule BAB-1, L10)

Uncollectible Rate (L10)

Uncollectible Expense on RecommendedRevenue (1.24 x LZ5)

Adjusted Test Year UncoilecubleExpense

Required Increase inRevenueto Provide forUncolkcuble Exp.(132 - L33)

5Z656,279

0.0000%

$0

0

§0_

35

56

37

Property Tax with Recommended Revenue (BAB~17, L19)

Property Tax on Test Year Revenue (BAB-17, L20)

kxcreasc 'm Property Tax Due to Increase in Revenue (BAB-17, L21)

$115,447

110,153

$5,294 _

38 Total Required Increase in Revenue (L26 + L30 + L34 + L37) $532337

39

40

41

42

43

44

45

46

47

48

49

50

so

52

Cahuhlian qffnfwne Tax

Revenue (Schedule BAB40, CoL[c], LB & Sch. BAB» 1, Col. [BL LIO)
0p¢=='iv8 Expenses Excluding Income Taxes
Synchronized Interest (L47)
Arizona Taxable Income (L36 - L37 - L38)
Arizona Sm: Income To Rm
Arizona Income Tax (L59 * L40)
Federal Taxable Income (L33 - L35)
Federal Tax on First Income Bracket (St $50,000} @ 15%

Federal Tax on Second Income Backer (S50,001 - $75,000) @15%

Fedexzl To on Third Income Bracket ($75,001 - $100,000) @ 34%

Federal Tax on Fourth Income Bucket (S100,001 »  I335,000) @ 39%

Federal Tax on Fifth Income Blacker ($335,001 ~$10,000,000) @ 34%

Trial Federal Income Tax

Combined Federal and State Income Tax (L35 + IAN)

Test Ya:

813z1,542

7,096,969

159,848

$6418

5.5000%

$3,560

61,165

7,500

1791

0

0

0

10,291

s13.851

STAFF

Recqmmcnded

$2,656,279

7,102,263

_ 159,848 _

$394,168

5.5000%

$21,679

379,489

7,500

6,250

8,500

91,650

1Z746

126,646

s148,325

53 Applicable Federal Income Tax Rat: (CoL [D], IAN - CoL [B], IAN] / [Col. [C], L36 - Col.[A],156) 37.37%

54

55

56

Can/hlion q/Inlenqy.S}n:hrumz;aEan..

Rat: Base (ScheduleBAB~3, CoL [C], L28)

WeightedAverage Cost of Debt

Synchronized Interest (L45 * L46)

$5,058,486

3.16%

_§159,848

L

lllll H



RATE BASE .. ORIGINAL COST/FAIR VALUE

LINE
NO. DESCRIPTION

A I
I

REF

C
CQMPANY

AS
FILED

STAFF
AD]USTM18NTS

STAFF
AS

ADJUSTED

I

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-3

1
2
3

Plant in Service
Less: Accmnulated Depreciation
Net Plant in Service

$31,633,214

5,425,555

$26,207,659

($72,481)

_ .  0

($72,481_)

1 $31,560,733

5,425,555

$26,135,178

LE.SI.S`:

Net Contribution in Aid-of Construction (CLAC) $3,547,721 $0 $3,547,721

Advances in Aid of Constnlction (AIAC) 16,185,732 0 16,1857732

Customer Deposits 34,152 0 34,152

Deferred Income Tax Credits 1,473,620 0 1,473,620

Total Deductions $§1,241225._ _ - . $6 $21,241,225

ADD:
Unamortized Finance Charges $0 $9 $0

Deferred Tax Assets 0 0 0

Allowance for Workhmg Capital 141,320 23,213 2 164,533

Net Regulatory Asset / (Liability) 0 0 0

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Total Additions _$141_,320 .' _ . $23,215 $364335

Original CostRate Base
4 $5,107,754 ($49,268) $5,058,486

References:
Column [A]: Company Schedule B-1
Cohen [B]: Schedule BAB-4
Column [C]: Column [A] + Column [B]



ACCT.
no.

LINE
no. DESCRIPTION

A CI I I

COMPANY
AS FILED

Post Test Yea.:
ADI No. 1

Allowance for
Working Capital

AD] No. 2
STAFF

ADIUSTED
Rel Sch BAB-5 Rel Sch BAB-6

I

Arizona Water Company - White Tank
Docket No. W-01445A-15»0277
Test Year December 31, 2014

Schedule BAB-4

I SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS I

$01
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
Z2
23
'24
25
26
27
28
29
30
31
32

PLANT [N SERVICE:
301 Organization Costs
302 Franchise Costs
303 Other Intangibles

310.1 Water Right
310.3 Other Source of Supply Land
310.4 Wells - Other
314 Wells
320 Pumping Plant Land
321 Pumping Plant Structures & Improvements
325 Electric Pumping Equipment
328 Gas Engine Equipment
330 Water Treatment Plant - Land
331 Water Treatment Scnicnures and Improvements
332 Water Treatment Equipment
340 Transmission and Distribution - Land
341 Transmission and Distribution - Structures
342 Storage Tanks
343 Transmission and Distribution Mains
344 Fire Sprinkler Taps
345 Services
346 Meters .
348 Hydrants
389 General Plant Land
390 General Plan Structures

390.1 Leasehold Improvements
391 Office Furniture & Equipment
393 Warehouse Equipment
394 Tools, Shops, and Garage Equipment
395 Laboratory Equipment
396 Power Operated Equipment
397 Communications Equipment
398 Miscellaneous Equipment

$26

0

14,418

27,316

71,613

0

1,833,513

0

285,891

2,998,256

0

0

56,895

8,755,846

93,833

0

1,186,904

12,327,508

76,923

2,076,707

306,779

639,059

0
38,022
63,298

256,521
1,759

50,022
8,393
2,270

445,1z2
16,319

$0
0

0

0

0

0

0

0

0

(12,000)

0

0

0

(342)

0

0

(3,190)

(3,292)

0

(25,000)

(38,800)

(5,000)

0

0

(1,228)
(1,547)

0

(1,250)

0

0

19,168

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

$26

0

14,418

27,316

71,613

0

1,833,513

0

285,891

2,986,256

0

0

56,895

8,755,504

93,833

0

1,183,714

12,324,216

76,923

2,051,707

267,979

634,059

0

38,022

62,071

254,974

1,759

48,772

8,393

2,270

464,291

16,319

33

Gross Utility Plant in Service
Less: Accumulated Depreciation
Net Utility Plant in Service (L29 - L30)

$31,633,214

5,425,555

$26,207,659

(872,481)
0

($72,481)

$0
0

$0

$31,560,733

5,425,555

$26,135,178

DEDUCTIONS
Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CLAC (L32 - L33)
Advances in Aid of Construction (AIAC)
Customer Meter Deposits
Deferred Income Tax Credits
Total Deductions

\

$4,006,138

458,417

$3,547,721

16,185,732

34,152

1,473,620

$21,241,225

80
0

$0
0
0

0

$0

$0
0

$0
0

0

0

$0

$4,006,138

458,417

$3,547,721

16,185,732

34,152

1,473,620

$21,241,225

ADDITIONS:
Unamodzed Finance Charges
Deferred Tax Assets
Allowance for Working Capital
Net Regular0ry Asset / (Liability)
Tod Additions

so
0

141,320

0

$141,320

$0
0

0

0

$0

$0
0

23,213

0

$23,213

so
0

164,533

0

$164,533

34

35

36

37

38

39

40

41

42

43

4-4

45

46

47

48

49

50

51

52

53

54

55 ORIGINAL COST RATE BASE $5,107,754 ($72,481) $23,213 $5,058,486

lllll\ l ll



Arizona Water Company - White Tank
Docket No. w-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-S

I ' iAmBBAs1z ADJUSTMJENT n'b'T-posr ' z is r y1§A1i  AnDmons` I
IB]

LINE
no.
1
2
3
4
5
6
7
8
9

10
11
12

ACCT.

no.
325

332

342

343

345

346

348

390.1

391

394

397

DESCRIPTION
Electdc Pumping Equipment
Water Treatment Equipment
Storage Tanks
Transmission and Distribution Mains
Services
Meters
Hydrants
Leasehold Improvements .
Ofice Furniture 8: Equipment
Tools, Shops, and Garage Equipment
Communications Equipment

[A]
COMPANY
AS FILED
$2,998,136

8,755,846
1,186,904

12,327,508

2,076,707

306,779
639,059

63,298

256,521

50,0zz
_ 445,122

526,107,766

[ q
STAFF

ADIUSTMENT {\aDJUSTED
(812,000) 52,986,256

(342) 8,755,504
(3,190) 1,183,714

(3,292) 12,524,216
(25,000) 2,051,707

(38,800) 267,979

(5,000) 634,059
(1,228) 62,071

(1,547) 254,974
(1,250) 48,772

19,168 464,291
23l7i481f.$29,033,542

Adjustments based on costs as of 11/30/15

Acct. No. Project Tide
332 Blue Horizon Chem Inject
342 BAE Tank
343 Citrus & L10
397 White Tank SCADA

Project No.
5309

S360

5263

5032

Estimated Cost
$54,000

20,000
52,000

327,000

Final Cost
$53,658

16,810
53,708

349,534
S u i t o r

Adjustment
(8342)

(3,190)
1,708

22,534

$20,710

J

13

14

15

16

17

18

19

20

21

22

23

24

ZN

26

27

28

Adjustments based on costs as of 11 I30/15

Acct No. Proiecr Title
391 Server Replacement

Proiecr No. Estimated Cost Updated Cost Allocation Adiusunent
5326 _$l4,000 $20,180 0.0396 $245

Subtofzl $245

Total adjustment ro plant based on costs $20,955

Not Used

Acct. No.

325
343

345
346 '

348

391

394

Project No.

and Useful - 'White Tank

Project Title
Blanket Projects
Blanket Projects
Blanket Projects
Blanket Projects
Blanket Projects
Blanket Projects
Blanket Projects

Blankets
Blankets

Blankets

Blankets
Blankets

Blankets

Blankets

Estimated Cost
$12,000

5,000
25,000

38,800

5,000
1 ,000

1 ,250

Final Cost

$0
0
0
0
0
0
0

Subtotal

Adjustment

($12,000)

(5,000)
(25,000)

(38,800)
(5,000)
(1 ,000)

(1 ,250)
($88,050)

29

30

31
32

33
34

35

36
37

38

39
40

41
42 Not Used and Useful

43

4.4

45
46
47

48
49

Acct. No. Project Title
390.1 Office Signs
391 Company Website
397 Phone System

Project No.

5325
5327

5324

Estinxated Cost

$31 ,000

20,000
85,000

3-Factor
Allocation

0.0396

0.0396
0.0396

Subtod

Adjustment
(151,228)

(792)
(3 ,366)

(155,386)

Total adjustment for not used and useful plant ($93 ,436)

REFERENCES:
Column [A1: Company Schedule B-Z, page 3 and B-2 Appendix pages 5, 7 and 11
Column [B]: Testimony, BAB
Column [C]: Column [A] + Column [B]

la



Azizzona Water Company _ White Tank
Docket No. W-01445A-I5-0277
Test Year December 31, 2014

Schedule BAB-6

nA'r1aTIAsE An_lu§1mE1gr n'o. z - A1.!_q€v3NcE §szR.w°1=1s1.nG cApri.&i.

[B]
LINE
N O.

1

2

[E]
EXPENSE
LAG DAYS

30.87
14.00
41.88
(18.11)
(45.27)
(46.50)
(892)
(9.27)
37.00
37.00
14.00
83.00

21200
(98.83)
34.72

[F]
NET

LAG__DAYS

0.63

17.50

(10.38)

49.61

76.77

78.00

4-0.42

4-0.77

(5.50)

(5.50)

17.50

(51.50)

(18050)

130.33

(3.2)

IG']
L E A D / L A G

F A C T O R _

0.0017

0.0479

(0.0284)

0.1359

0.2103

0.2137

0.1107

0. 1117

(0.0151)

(0.0151)

0.0479

(0.1411)

(0.4945)

0.3571

(0.0088)

[H]
WORKING CASH
REQUIREMENT

$495

18,608

0

6,396

5,413

926

7,297

39,031

(155)

(54)
1,400

(45)
(54,473)

3,693

(193l

DESQRIPHON . .
Purchased Power
Payroll

Purchased Water

Chemicals
Property & Liability Insurance

Wo:ker's Compensation Insurance

Medical, Vision, Dental, LTD & Life Insurance
Other O & M (Excluding Rate Case Expense)
Federal Income Taxes

State Income Taxes

FICA Taxes
FUTA & SUTA Taxes

Property Taxes
Registration, Svc. Contracts, & Misc. Fees

Retirement Annuities (401K)

Total Operating Expenses

[A] [ q [D]
COMPANY STAFF REVENUE
As 1=1LED__AD_[UsTmg8nT AD]us718D _ LAG DAYS

$286,661 so $286,661 31.50
476,932 (88,820) 388,112 31.50

0 0 0 31.50

47,058 0 47,058 31.50

25,736 0 25,736 31.50
4,335 0 4,335 31.50

67,130 0237) 65,893 31.50

354,699 (5,272) 349,427 31.50
153,203 (142,912) 10,291 31.50

26,075 (22,515) 3,560 31.50
28,684 526 29,210 31.50

319 0 319 31.50

118,521 (8,568) 110,153 31.50
10,342 0 10,342 31.50

22,863 (988) ' 21,875 31.50
$1,622,558 (s269,586) $1,352,972 $28540

3
4

s

6
7

8
9

10
11
12

13

14
15

16

17
18

19
20

Inherest Expense 159,848 31.50 91.25 (5975) (016) 96,167)

_ 22,173Total _ .$1 ,63.85'§8 <f2e9,586>_ 513123§0

21

22

23
24

25
26
27
ZN

Working Cash Requirement

Marerids and Supplies Inventory

Reqdxed Bank Balances
Prepzymenrs & Special Deposits
Allowance for Working Capital

C O M P A N Y STAFF

A S F I L E D A D IU S T M E N T AD IUST E D

(321,040) $23,213 $2,173

14,273 0 14,273

95,402 0 95,408~_,

52,684 0 52,684

_ $141,319 $23,213 _ $164,532

REFERENCES:
Column [A]: Company Schedule B<5 and B~5 Appendix page 1
Column [B]: Testimony, BAB
Column sq- Column [A] + Column [B]
Column [D]: Company Schedule B-5 Appendix page 1
Column [E]: Company Schedule B--5 Appendix page 1
Column [F]: Column [D] + Column [E]
Column [G]: Column [F] / 365
Column [I-l']: Column [q X Column [G]

I



NOT USED

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-7

[B]
LINE
NO. DESCRIPTION

[A]
COMPANY
AS FILED__ .AD]UsT1vmnT

[C]
STAFF

£\U/U833P



NOT USED

Arizona Water Company - White Tank
Docket No. w-01445A_15_0277
Test Year December 31, 2014

Schedule BAB-8

LINE
NO. DESCRIPTION

[A] [ q
COMPANY STAFF

_ AS_1:'I1:ED m p s n m m  " A D J U S T E D

[B]



NOT USED

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-9

[A]
COl\/IPANY
AS FILED

[B]
LINE
NG. DESCRIPTION ADJUSTMENT

[C]
. STAFF
ADJUSTED

1

III



LINE
no. DESCRIPTION

[A]
COMPANY
ADJUSTED
TEST YEAR
AS FILED

[B]

STAFF
TEST YEAR

AD]USTMENTS

[C]
STAFF

TEST YEAR
AS

ADJUSTED

[D]

STAFF
RECOMMENDED

CHANGES

[E]

STAFF
RECOMMENDED

Arizona Water Company - White Tank
Docket No. W-01445A-15-0-77
Test Year December 31, 2014

Schedule BAB-10

l OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

RE VENUES:
Residential
Commercial
Industrial
Private Fire Service
Other Water Revenues
Miscellaneous
Total Operating Revenues

$1,791,645

421,627

15,992

1,800

35,306

44,621

$2,310,991

$10,551

0

0

0

0

0

$10,551

$1,802,196

421,627

15,992

1,800

35,306

44,621

$2,321,542

$264,946

61,985

2,351

265

5,190

0

$334,737

$2,067,143

483,612

18,343

2,065

40,496

44,621

$2,656,279

$0

0

OPERA'I'H\TG EXPEN5E5.-
Purchased Water
Other source of supply expense
Purchased Power
Purchased Gas
Other pumping expense
Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
Customer Service 8: Sales Expense
Administrative & General Expenses
Depreciation & Amortization Expenses
Federal Income Taxes
State Income Taxes
Property Taxes
Other Taxes

$0

26,216

286,661

0

178,709

231,997

171,716

154,650

2,636

260,129

788,523

(25,101)

(4,272)

f

Total Operating Expenses

109,635

16,366___

$2,197,865

$0

(9,467)
0

0

(32,662)

(31,426)

(11,975)

(2,088)

0

(9,017)

(34,678)

35,392

7,832

518

526

($87,045)

$0
16,749

286,661

0

146,047

200,571

159,741

152,562

2,636

251,112

753,845

10,291

3,560

110,153

16,892

$2,110,820

0

0

0

0

0

0

0

0

0

116,355

18,119

5,294

0

$139,768

$0
16,749

286,661

0

146,047

200,571

159,741

152,562

2,636

251,112

753,845

126,646

21,679

115,447

16,892

$2,250,589

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
28 Operating Income (Loss) A $113,126 $97,596 $210,722 $194,969 $405,691

29

References:

Column [A]: Company Schedule C-1 Page 2 of 3

C0lumn [Bl= Schedule BAB-11

Column [C]: Column [A] + Column [B]

Column 1D1: Schedules BAB-1, BAB-2 and BAB-17

Column [E]: Column [C] + Column [D]
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Arizona Water Company- W'hite Tank
DocketNo. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-12

OPERATING INCOME ADJUSTMENT no. 1 - WEATHER NORMALIZATION AND DECLINING USAGE

LINE
NO. DESCRIPTION

1 Residential
2 Other source of supply expense
3 Other pumping expense
4 Water Treatment Expenses
5

[A]
COMPANY

PROPOSED
$1,791,645

178,709
178,709
231,997

[B]
STAFF

ADlUs11v1J8nT
$10,551

162

3,662

1,757

[ q
STAFF

RECOMMENDED
$1,802,196

178,871

182,371

233,754

[2] [b] [¢ ] [d] If] [gt
Increase /

(Decrease)

in Revenue

[e X q
($19,359.93)

(3,748)
0

(732)
0

0

0

0

0

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Class ofService
Residendd 5/8 x 3/4 -inch

Rgsidggdgl1-inch

Residandzl L5-inch

Reddendd2-inch

Residmdd3-inch

Residentid4-inch

Residenéd 6-inch

Residemid8-indm

Residendal 10-inch

Actual

Gallons Sold

Per Customer

137,695

100,505

0

6,200,000

0

0

0

0

0

Normalized

G2-"OHS Sold

Per Customer

134,330

98,049

0

6,048,498

0

0

0

0

0

Increase /

(Decrease)

lb - =1
(3,365)

(2,456)
0

(151,502)

0

0

0

0

0

Year-End

Number of

Customers

1,818

476

0

1

0

0

0

0

0

tel
Additional

Gallons

To Be Sold

[c X d]

(6,116,983)

(1,169,016)

0

(151,502)

0

0

0

0

0

Commodity

Rate Revenue

Per Gallon

$0.0052

0.0032

0.0000

0.0048

0.0000

0.0000

0.0000

0.0000

0.0000

22 Total Residential

23

6,438,200 6,280,877 (157,3229 1295 (7,437,501)

4

Staffs adjustment
Company's adjustment

Difference

(823,840)
(34,391)
$10,551

24
25
26
27
28
29

30
31
32

33
34
35
36

Class of Expense
Source of Supply
Pumping
Water Treatment

Average
Cost Per
Gallon Sold

$0.00004
0.00109
0.00054

Additional
Gallons
To Be Sold

(7,437,501)

(7,437,501)
(7,437,501)

Snarf
Increase /
(Decrease)

in E}{P€HS€S
($298)
(8,107)
(4,0161

($12,421)

Company
Increase /
(Decrease)

in Expenses
($460)

(11,'/69)

(5,773)
(818,002)

Difference
Increase /
(Decrease)

in Expenses
$162
3,662
1,757

$5,581

I

References:
Column [A]: Company Schedule C-2 Appendix page 10 and Worlzpapers
Column [B]: Testimony BAB
Column [C]: Column [A] + Column [B]
Column [a]: Company Schedule H-2, Column B times 12 months
Column [b]: Column [a] x -244%
Column [c]: Column [b] - Column [a]
Column [d]: Company Schedule C-2 Appendix page 7
Column [e]: Column [c] x Column [d]
Column [f]: Company Schedule H-5
Column [g]: Column [e] x Column [f]

I



OPERATING INCOME ADJUSTMENT no. 2 .. SALARIES & WAGES

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-13

LINE
NO.
-1
2

3
.  4

5

6

7

8
9

DESCRIPTION
Source of Supply
Pumping
Water Treatment
Transmission & Distribution

Customer Accounting

Administrative & General

Administrative & General - 401K

Taxes Other
Total

[Al [B]
COMIPANY STAFF
PROPOSED ADIUSTMENT

$9,641 ($9,472)
36,761 (33,880)
33,262 (32,883)
12,547 (10,194)
3,686 (889)
3,286 (1,502)
2,416 (988)
6,896 526

$108,495 ($89,282)

[C]
STAFF

RECOMMENDED
$169 .
2,881

379
2,353
2,797
1,784
1,428
7,422_

$19,213

References:
Column [A]=
Column [B]:
Column [C]:

Company Schedule C-2 Appendix pages 12 and 13 and Workpapers
Testimony BAB
Column [A] + Column IB]



OPERATING INCOME ADJUSTMENT no. 3 - VEHICLES

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-14a

LINE
NO.1- _

2

3

4

5

6

DESCRIPTION
Source of Supply
Pumping

Water Treatment

Transmission ac Distribution
Customer Accounting

Administrative & General
Total

[A] [B]
COMPANY STAFF
PROPOSED ADJUSTMENT

$316 (3157)
4,919 (2,444)

605 (300)
3,584 (1,781)
2,413 (1,199)

36 (18)
$11,873._ __ _ ($5,8992__ _

STAFF
RECQMMENDED

$159
2,475

305
1,803
1,214

18
_ $5,974 .

R€f€I€I1C€§._

Column [A]: Company Schedule C-2 Appendix page 23 and Workpapers
Column [By Testimony BAB
Column [C]: Column [A] + Column [B]

i



OPERATING INCOME ADIUSTMENT no. 4 - LIFE INSURANCE

Arizona Water Company - White Tank
Docket No. w-01445A-15_0277
Test Year December 31, 2014

Schedule BAB-14b

LINE
NO. DESCRIPTION

1 Adrninisfxative & General - Life Insurance

[A] [B]
COMPANY STAFF
PROPOSED ADIUSTMENT

$1,237 ($1,237)

[C]
STAFF

RECQMMENDED
$0

References:
Column [A]: Company Schedule C-2 Appendix, page 16 and Workpapers
Column LB]: Testimony BAB
Column [C]: Column [A] + Column IB]



OPERATING INCOME ADIUSTMENT NO. 5 - RATE CASE EXPENSE

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

SghedulgBAB-14c

[A] tBs
COMPANY STAFF
PROPOSED ADIUSTMENT

$16,959 85,272)

[C]
STAFF

RECOMMENDED
$11,687

Total
[c]

Normalization

Period

$486,274
486,274
486,274

[2]
Allocation

Rate

87.64%

10.46%

1 .90%

lb]
Allocated

Expense

$426,148
50,876

9,250

3

3

3

[d]
Annual

Expense

$142,049

16,959

3,083

Total
[b]

Allocated

Expense

[c]
Normalization

Period

Staff Recommended

Semlce Area

Penal Valley

White Tank

Ago

$335,117
335,117
335,117

[4
Allocation

Rate

87.64%

10.46%

1.90%

$293,681
35,061
6,375

3

3

3

[dl
Annual

Expense

$97,894

11,687

2,125

Staff

Recommended

Amount Difference

LINE
NO. DESCRIPT ION

1 Administrative & General - Rate Case Expense
2

3

4

5 Company Proposed

6 Service Area

7 Penal Valley

8 White Tank

9 Ago

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

Rate Case Expense Category

Cost of Capital

Legal
Public notice

Transcripts

Supplies ..

ACC site visits

Coulter Service

Over time and temporary services

Hearings

Total

Company

Proposed

Amount

$63,617

375}000

8,225
6,109
5,305

816

1,954
24,560

689

$486,274

$63,617

200,000

8,000

4,500

12,000

1,000

500

45,000

500

$335,117

$0

(175,000)

(225)

(1,609)

6,695

184

(1,454)

20,440

(189)

($151,157)

References:

Column [A]: Company Schedule C-2 Appendix page 21 and Workpapers

Column [B]: Testimony BAB

Column [C]: Column [A] + Column [B]
Column [a]: Testimony BAB
Column [b]: Column [a] x Column [b]
Column [c]: Testimony BAB
Column [d]: Column [b] / Column [c]



Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-15

I OPERATING INCOME ADJUSTMENT no. 6 - DEPRECIATION EXPENSE

[A]
GROSS UTILITY

PLANT IN SERVICE

[B]
FULLY/NON

DEPRECIABLE

[ q
DEPRECIABLE

PLANT

[D]
DEPREC.

RATE

[E]

DESCRIPTION EXPENSE
Line ACCT
No. NO .

Plamtln Service
301 Organization Costs
302 Franchise Costs
303 Other Intangibles
310.1 Water Rights
310.3 Other Source of Supply Land
310.4 Wells - Other
314 Wells
320 Pumping Plant Land
321 Pumping Plant Structures 8: Improvements
325 Electric Pumping Equipment
328 Gas Engine Equipment .
330 Water Treatment Plant - Mud
331 Water Treatment Structures and Improvements
332 Water Treatment Equipment
340 Transmission and Disttibudon - Land
341 Transmission and Distribution - Structures
342 Storage Tanks
343 Transmission and Distribution Mains
344 Fire Sprinkler Taps
345 Services
346 Meters
348 Hydrants
389 General Pi2.Dt Land
390 GeneM Plan Structures
390.1 Leasehold Improvements
391 Office Furniture 8: Equipment
393 Warehouse Equipment
394 Tools, Shops, and Garage Equipment
395 Laboratory Equipment
396 Power Operated EqUipment
397 Communications Equipment
398 Miscellaneous Equipment

$26

0

14,418

27,316

71,613

0

1,833,513

0

285,891

2,986,256

0

0

56,895

8,755,504

93,833

0

1,183,714

12,324,216

76,923

2,051,707

267,979

634,059

0

38,022

62,071

254,974

1,759

48,772

8,393

2,270

464,291

16,319

$26

0

14,418

27,316

71,613

0

1,833,513

0
285,891

1984256
0

0

56,895

8,755,504

93,835

0

1,183,714

12,324,216

76,923

2,051,707

267,979

634,059

0

38,022

62,071

254,974

1,759

48,772

8,393

2,270

464,291

16,319

0.00%
0.00%
0.00%
0.00%
0.00%
0.00%
3. 13%
0.00%
2. 86%
5 . 88%
4.00%
0.00%
2.50%
2.86%
0.00%
15.33° /0
2.00%
1 _79%
2.00%
2.38%
4. 55%
1 .82%
0.00%
250%
0.00"/o
6.67%
5 .TO%
4.00%
5.00%
6.67%
6 .67%
3.33%

$0

0

0

0

0

0

57,389

0

8,176

175,592

0
0

1,422
250,407

0

0

23,674

220,603

1,538

48,831

12,193

11,540

0

951

0

17,007

88

1,951

420

151

30,968

543

Subtotal General $31,560,733 531,560,733 $863,446

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

Conttibution(s) inAid of Construction(Gross)
Less: Non Axnuortizzble Connihution(s)

Fully Amortized Con\:n'bution(s)
Amodzable Conr.dbution(s)
Tunes: Staff Proposed Anuonization Rate
Anrmnizatinn ofCIAC

Less:Amortization ofConuibutions

$4,006,138

0

0

$4,006,138

274%

$109,601 $109,601

Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Increase/(Decrease) to Depreciation Expense

$753,845

788,58

($?>4,678l

I



OPERATING INCOME ADJUSTMENT no. 7 .. INCOME TAX EXPENSE

Aicizona Water Company - W'hiteTank
Docket No. w-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-16

LINE
NO.

1
2
3
4

DESCRIPTION
Federal Income Taxes
State Income Taxes

[A] [B]
COMPANY STAFF
PROPOSED ADJUSTMENT

($25,101) $35,392
(4,272) 7,832

[C]
STAFF

RECOMMENDED
$10,291

3,560

Total @29,3732 ".. $43,224 $13,851

References:
Column [A]: Company Schedule C-2 Appendix page 37
Column [B]: Testimony BAB
Column [C]: Column [A] + Column [B]

m



opER1aTn\1G INCOME AD]USTMENT no. 8 - PROPERTY TAXES

LINE
NO. DESCRIPTION

A
STAFF

AS ADJUSTED
STAFF

RECOMMENDED

Arizona Water Company - White Tank
Docket No. w-01445A_15-0277
Test Year December 31, 2014

Schedule BAB-17

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21

$2,321,542

2

$4,643,085

2,321,542

$6,964,627

3

$2,321,542

2

$4,643,085

0

0

$4,643,085

18.00%

$835,755

13.180000/1

$110,153

109,635

$518

$2,321,542

2

$4,643,085

2,656,279

$7,299,364

$2,433,121

2

$4,866,243

0

0

$4,866,243

18.00%

$875,924

13.18000%

Staff Adjusted Test Year Revenues

\Weight Factor

Subtotal (Line 1 * Line 2)

Staff Recommended Revenue

Subtotal (Line 4 + Line 5)

Number of Years

Three Year Average (Line 5 / Line 6)

Department of Revenue Multiplier

Revenue Base Value (Line 7 * Line 8)

Plus: 10% of CWTP

Less: Net Book Value of Licensed Vehicles

Full Cash Value (Line 9 + Line 10 - Line 11)

Assessment Ratio

Assessment Value (Line 12 * Line 13)

Composite Property Tax Rate - Obtained from ADOR

Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)

Company Proposed Property Tax

Staff Test Year Adjustment (Line 16 - Line 17)

Property Tax - Staff Recommended Revenue (Line 14 * Line 15)

Staff Test Year Adjusted Property Tax Expense (Line 16)

Increase in Property Tax Due to Increase in Revenue Requirement

$115,447
110,153

$5,294

22

23

24

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)

Increase in Revenue Requirement

Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$5,294

$334,737

1.581600%

REFERENCES:

Line 15: Composite Tax Rate obtained from Arizona Department of Revenue

Line 17: Company Schedule C-1 Page 2

Line 21: Line 19 - Line 20



ll II

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

DIRECT TESTIMONY OF BRITON BAXTER

TABLE OF CONTENTS

SCH # TITLE

BAB-1
BAB-2
BAB-3
BAB-4
BAB-5
BAB-6
BAB-7
BAB-8
BAB-9
BA8-10
BAB-11
BAB-12
BAB~13
BAB-14a
BAB~14a
BAB-14h
BAB-15
BAB-16
BAB-17

REVENUE REQUIREMENT
GROSS REVENUE CONVERSION FACTOR
RATE BASE - ORIGINAL COST/FAIR VALUE
SUMMARY OF ORIGINAL COST RATE BASE A_D_IUSTI\[ENTS
RATE BASE AD]USTMENT NO. 1 - POST TEST YEAR ADDITIONS
RATE BASE ADJUSTMENT NO. 2 - ALLOWANCE FOR WORKING CAPITAL
NOT USED
NOT USED
NOT USED
OPERATING INCOME STATEMENT - AD]USTED TEST YEAR AND STAFF RECOMMENDED
SUMMARY OF OPERATING TNCOME STATEMENT AD]USTMENTS - TEST YEAR
OPERATING INCOME ADJUSTMENT NO. 1 - WEATHER NORMALIZATION AND DECLH\IING USAGE
OPERATING INCOME ADJUSTMENT NO. 2 - SALARIES & WAGES
OPERATING INCOME ADJUSTMENT no. 3 - NOT USED
OPERATING INCOME ADJUSTMENT no. 4 - LIFE INSUR.ANCE
OPERATING INCOME ADJUSTMENT no. 5 - RATE CASE EXPENSE
OPERATING INCOME ADJUSTMENT no. 6 - DEPRECIATION EXPENSE
OPERATING INCOME ADJUSTMENT no. 8 _ PROPERTY TAXES
OPERATING INCOME ADJUSTMENT no. 7 - INCOME TAX EXPENSE



LINE
no. DESCRIPTION

A I»

COMPANY
ORIGINAL

COST

STAFF
ORIGINAL

COST

$55,510

l l

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-1

_REVENUE REQUIREMENT

1 Adjusted Rate Base $965,736 $948,972

2 Adjusted Operating Income (LOss) $28,644 $32,684

3 Current Rate of Return (L2 / LI) 2.97% 3.44%

4 Required Rate of Return 8.93% 8.02%

5 Required Operating Income (L4 * Ll) $86,240 $76,108

6 Operating Income Deficiency (L5 _ LE) $57,596 $43,424

7 Gross Revenue Conversion Factor 1.6369 1.2783

8 Required Revenue Increase (L7 * L6) $94,279
1

9 Adjusted Test Year Revenue $437,888 . $440,253

10 Proposed Annual Revenue (L8 + LE) $532,167 $495,763

11 Required Increase in Revenue (°/0) 21.53% 12.61%

References:
Column [A]: Company Schedule B-1
Column [B]: Staff Schedules BAB-2, BAB-4, BAB-10, BAB-11 and David Paxcell Testimony

I
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LINE
NO. DESCRIPTION [AT [Bl III

Arizona Water Company - Ago
Docket No. w-01445A_1.5-0277
Test Year December 31, 2014

Schedule BA.B~Z

I GROSS REVENUE CONVERSION FACTOR

1

2

3

4

5

6

Calm/atian q[CmJ.f Rum/ne Cnmfersinn Farrar:

Revenue

Uncollectible Factor (Line 11)
Revenues(LI - ll)
Combined Feted and State Tax Rate (L17) + Property Tax Factor (L22)

Subtotal (LE . LE)

Rcvmue Conversion Factor (Ll / L s )

l00.0000%
0.0000%

100.0000%
2L7725%

.. 78.2275%
1z7a3

7
8
9
10
11

Calmbtian ay UnrnlleNilzk Facial?

Uni ty

Combined Federal and State Tax Rate (L17)
On:Minus Combined Income Tax Rate (L7 - L8)
Uncollectible Rare
Uncollcctxble Factor (L9 * L10)

100.0000%
20.5580%

_ 79.4420%_
0.0000%

0

12
13
14
15
16
17

Calcukzlian qffjirlive Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)
Arizona State Income Tax Rate
Faded Taxable Income (L12 - L15)
Applicable Fedexzl Income TaxRate(L44)
Effective Federal Income Tax Rate (L14 * L15)
Combined Federal and Stare Income Tax Rate (LIE + Ll6)

100.0000%
5.5000°/o

94.5000°/z
15.9344%
15.0580°/o
20.5580% .

18
19
20
21
Hz
ZN

100.0000%

20.5580%

79.4420%

L5288%

11145%

CohrIhliorI MEEd Prqnerg Tax Farer
Unity
Combined Federal Md Stare To Rate (L17)
One Minus Combined Income Tax Rate (L18 . L19)
Property Tax Factor (BAB-17, IJ4)
EffedveProperty Tax Factor (L21 * L22)
CombinedFederal and State Tax and Property Tax Rate (L17 + L22) 21 .7725%

24
25
26

Required Operating Income (Schedule BAB-1, L5)
AdjustedTest Year Operating Income (Loss) (Schedule BAB*10, L28)
Required Increase in OperatingIncome (LZ4 - L25)

$76,108

3z68u

$43,424

27

28

29

Income Taxes on Recommended Revenue (Col. [D], L52)

Income Taxes on Test Year Revenue (Col. [B], L52)

Required Incase in Revenue to Provide for Income Taxes (1.27 - IJ8)

$11,898

660

$11,237

30

31

32

53

34

Recommended Revenue Requirement (Schedule BAB~1, LIO)

Uncollcczfble Rn: (L10)

Uncollectible Expense on Recommuxded Revenue (1.24 * L25)

Adjusted Test Year Uncollectible Expense

Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L35)

995,763

0.0000%

so

0

so

35

36

37

Property Tax with Recommended Revenue (BAB-17, L19)

Property Tax on Test Yea: Revenue (BAB-17, L20)

lncruse in Pxopeny Tax Due to Increase in Revenue (BAB~17, L21)

$21,040

z0,192

$849

38 Tod Required Inczmsc in Rcvmuc (L26 + L30 + L34 + L37) 3 $55,510

39

40

41

42

43

44

45

46

47

48

49

50

51

52

Cm/:uhzinn qflum/ne Tec

Revenue (Schedule BA8~10, Col.[C], L8 & Sch BAB-1, Col. [B], L10)

Opiating Expenses Excluding Income Taxes

Synchnmized Interest (IAN)

Arizona Taxable Income (L36 _ L37 - L38)

Arizona Sm: Income Tax Rate

Arizona Income Tax (L39 ' L40)

Federal Taxable Income (L33 - LESS)

Fed ml Tax on First Income Bucket (51 - $50,000) @ 15%

Federal Tax on Second Income Bracket ($50,001 - $75,000) @25%

Faded Tax on 'Hmind Income Bucket ($75,001 _ $100,000) @34%

Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @39%

Federal Tax on Fifth Income Bracket ($335,001 _$10,000,000) @ 34%

Total Feded Income Tax

Combined Feted and Slate Income Tax (LBS + L4Z)

Test Year .

$440,253

406,909

29,988

$3,357

s.s0oo%

$185

3,172

476

0

0

0

0

476

$660

STAFF

Recommended

$495,765

407,758

29,988

$58,018

5.50004v4.

$3, I91

827

7,500

1,207

0

0

0

8,707

_ $11,898

53 Applicable Federal Income Tax Rate (Col. [D], LA2 Col. [B], L42] / [COL [C], L56 - CoL [A], 156) 0159544198

if

54

55

56

Cularhlion vflnlefzxl &nrbmM@dam.

Rate Base (Schedule BAB~3, Col. [C], 118)

Weighted Average Cost of Debt

Synchronized Interest (LAS * L46)

$948,972

3.16%

_ $29,988__

III



RATE BASE - ORIGINAL COST/FAIR VALUE

LINE
NO. DESCRIPTION

A I
I

REF

C
COMPANY

AS
FILED

STAFF
AD_]USTI\[ENTS

STAFF
AS

ADJUSTED

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-3

1
2
3

Plant in Service
Less: Accumulated Depreciation
Net Plant in Service

$2,574,666
1,186,266

$1,388,400

($12,585)
0

914851.

1 $2,562,081
1,186,266

$1,375,815

LESS:

Net Contribution in Aid-of Construction (CIAC) $139,155 $0 $139,155

Advances in Aid of Construction (AIAC) 35,084 0 35,084

Customer Deposits 9,501 0 9,501

Deferred Income Tax Credits 267,931 0 267,931

Total Deductions - $451,671 ` . §0 . $451,671

ADD;
Unamortized Finance Charges $0 $0 $0

Deferred Tax Assets 0 0 0

Allowance for Working Capital 29,007 (4,179) 2 24,828

Net Regulatory Asset / (Liability) 0 0 0

4

5

6

7

8

9

10

11

12

13

14

15

1̀6

17

18

19

20

21

22

23

24

25

26

27

28

Total Additions $89,007 ($;1,179).̀ $24,828

Original Cost Rate Base $965,736 ($16,764)_ $948,972

References:
Column [A]: Company Schedule B-1
Column [B]: Schedule BAB-4
Column [C]: Column [A] + Column [B]



LINE
no.

ACCT.
no. DESCRIPTION

[A 1
9 I

COMPANY
AS FILED

Post Test Year

ADI No. 1

Allowance for
Working
Capital

AD] No. 2
STAFF

ADIUSTED
Res Sch BAB-5 Ref: Sch BAB-6

Arizona Water Company - Ago

Docket No. w-01445A.15_0277

Test Year December 31, 2014

Schedule BAB-4

I SUM-MARY 015' 61i1Gu~iAL co§'r RATE BAsE ADTUSTMEhTTS

1.

2
3
4
5

. " .

$0
0

0

0

0

0

0

0

0

0

0

0

$5
0

4,573

10,434

1

0

802

3,208

10,946

89,314

0

0

0
4,305

6,065

0

7

8

9

10

11

12

13

14
15

16

17

18

19

20

21

Hz

23
24

25

26

27

28

29

30

31

32

P L 4 NT1 N X B RW CE :

301 Organization Costs

302 Franchise Costs

303 Other Intangibles

310.1 Water Rights

310.3 Other Source of Supply Land

310.4 Wells - Other

314 Wells

320 Pumping Plant Land

321 Pumping Plant Structures 8: Improvements

325 Electric Pumping Equipment

328 Gas Engine Equipment

330 Water Treatment Plant - Land

331 Water Treatment Structures and Improvements

332 Water Treatment Equipment
340 Transmission and Distribution - Land

341 Transmission and Distribution - Structures

342 Storage Tanks

343 Transmission and Distribution Mains

344 Fire SpNnlder Taps

345 Services

346 Meters

348 Hydrants

389 General Plant Land

390 General Plan Structures

390.1 Leasehold Improvements

391 Office Furniture & Equipment

393 Warehouse Equipment

394 Tools, Shops, and Garage Equipment

395 Laboratory Equipment

396 Power Operated Equipment

397 Communications Equipment

398 Miscellaneous Equipment

$5
0

4,573

10,434

1

0

802

3,208

10,946

89,314

0

0

0
4,305

6,065

0
160,595

1,390,331

31,151
327,085

60,860

81,826

0
47,207

11,509

57,781

275
12,537

35,643

3,244
224,009

959

$0
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0
(2,000)

0

(5,000)

(4,200)

0

0

0

(723)
(300)

0

(250)

0

0
(612)

0

0

0

0

0

0

0

0

0

0

0

0

0

160,595

1,388,331

31,151

3z2,085

56,660

81,826

0

0

0

0

0

0

0

0

0
47,207

11,286

57,482

275
12,287

35,643

3,244
223,397

959
33

Gross Uciliry Plant in Service

Less: Accumulated Depreciation

Net Utility Plant in Service (L29 - L30)

$2,574,666

1,186,266

$1,388,400

($12,585)

0
(512,585)

$0
0

$0

$2,562,081
1,186,266

$1,375,815

DEDUCTIONS
Contributions 'm Aid of Construction (CIAC)
Less: Accumulated Anuodzation

Net CLAC (L32 . L33)
Advances in Aid of Construction (AIAC)
Customer Meter Deposits
Defered Income Tax Credits
Total Deductions

$167,252

28,097

$139,155

35,084
9,501

267,931

$451,671

$0
0

$0
0

0
0

$0

$0
0

$0
0
0
0

$0

$167,252
28,097

$139,155

35,084

9,s01
267,931

$451,671

34

35

36

37

38
39

40

41

42

43

44
45

46

47

48

49

50

51

52

53

54

55

ADDTIYONS:
Unamortized Finance Charges
Deferred Tax Assets
Allowance for Working Cupid
Net Regulatory Asset / (Liability)
Total Additions

$0
0

29,007

0

$29,007

$0
0

0

0

$0

$0
0

(4,179)

0
($4,179)

$0
0

24,828

0
$24,828

ORIGINAL COST RATE BASE $965,736 (512,585) ($4,179) $948,972

3 I



RATE BASE ADJUSTMENT no. 1 - POST TEST YEAR ADDITIONS

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-5

[B]
LINE
NO.

1
2
3
4
5
6
7
8

ACCT.
NO .
343
345
346

390.1
391
394
397

DESCRIPTION
Transmission and Distribution Mains
Services
Meters
Leasehold Improvements
Office Furniture & Equipment
Tools, Shops, and Garage Equipment
Communications Equipment

[A]
COMPANY
AS FILED
$1,390,331

327,085
60,860
11,509
57,781
12,537

224,009
$2,084,112

ADJUSTMENT
($2,000)
(5,000)
(4,200)

(223)
(300)
(250)
(612)

($12,585)

[C]
STAFF

ADJUSTED
$1,388,331

322,085
56,660
11,286
57,482
12,287

223,397
$2,071,527

Adjustments based on costs as of 11 I30/15

Acct. No. Project Title
391 Server Replacement

Project No.
5326

Estimated Cost Updated Cost 3-Factor
$14,000 $20,180 0.0072

Total adjustment to plant based on costs

Adjustment
$44
$4-4

Final Cost
Not Used and Useful - Ago
Acct. No. Project Title

343 Blanket Projects
345 Blanket Projects
346 Blanket Projects
391 Blanket Projects
394 Blanket Projects

Project No.
Blankets
Blankets
Blankets
Blanukets
Blankets

Estimated Cost
$2,000
5,000
4,200

200
250

Total adjustment

$0
0
0
0
0

Adjustment
($2,000)
(5,000)
(4,200)

(200)
(250)

($11 ,650)

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26 Not Used and Useful - Phoenix Office

27
28
29

30
31
32
33

Acct. No. Project Title
390.1 Office Signs
391 Company Website
397 Phone System

Project No.
5325
5327
5324

Estimated Cost
$31,000
20,000
85,000

Total

3-Factor
Allocation

0.0072
0.0072
0.0072

adjustment

Adjustment

($223)
(144)
(612)

($979)

Total adjustment for not used and useful plant ($1.2,6292

REFERENCES:
Column [A]: Company Schedule B-2, page 4 and B-2 Appendix pages 6-7 and 11
Column [B]: Testimony, BAB
Column [C]: Column [A] + Column [B]

Ill



Arizona Water Company _ Ago
Docket No. W-01445A.15-0.77
Test Year December31, 2014

Schedule BAB-6

I RATE BASE ADJUSTMENT no. 2 _ ALLOWANCE FOR woRK1nc'cAp1T'A1§ I
[A]

COMPANY
AS FILED

$4,903

118,010
117,312

502
4,679

1,568
24,173

36,170

28,967

4,930

8,841
99

21,529
1,893

8,270

$381,846

[C] [D]
STAFF REVENUE

AD)usm18nT ADJUSTED LAGDAYS
$0 $4,903 28.91

(1,696) 116,314 28.91

0 117,312 28.91
0 502 28.91
0 4,679 28.91

0 1,568 28.91

(447) 0,726 28.91

(958) 35,212 28.91

(20,260) 8,707 28.91
(1,739) 3,191 28.91

(125) 8,716 28.91

0 99 28.91
(1,337) 20,192 28.91

0 1,893 28.91

(ass) 7,912 28.91

(526,921) $354,925

[B] [E] [9
E:a=18nsE NET
LAG DAYS LAG DAYS

30.87 (196)

14.00 14.91

35.95 (704)

(18.11) 47.02

(45.27) 74.18

(46.50) 75.41

(892) 37.83

(9.27) 38.18

37.00 (8.00

37.00 (8.09)

14.00 14.91

83.10 (54.19)

21200 (18309)

(98.83) 127.74

34.72 (5.81)

[G']
I E A D / L A G

FACTOR
(0.0054)

0.0408
(0.0193)

0.1288
0.2632

0.2066
0.1036
0.1046

(0022)

(0,0zQ)
0.0408

(0.1485)
(0.5016)

0.3500
(00159)

[H]
W ORIGNG CASH
1U3QU1REM18NT

(s26)
4,751

(2,263)
65

951

324
2,459

3,683

(193)

(71)
356

(15)
(10,129)

662

(126)

$430

DESCRIPTION
Purchased Power

Payroll
Purchased Water

Chemicals
Property & Liability Insurance

Workers Compensation Insurance
Medical, Vision, Dena, LTD & Life Insumncc

Other O & M (Excluding Rate Case Expense)

Federal Income Taxes

State Income Taxes
FICA Taxes

FUTA8L SUTA Taxes
Pl'op8f(y Taxes
Registration, Svc. Contracts, & Misc. Fees

Retirement Annuities (401K)

Total Operating Expenses

Interest Expense 29,988 28.91 91.25 (62.34) (017) (5,122)

LINE
N p .

1
2

3
4

5
6

7

8

9
10
11

12
13

14

15
16

17

18
19
20

21

22

23
24

25
2.6

27
28

Total $381,846 (s26,9_21) $384,912 (54,692)

Working Cash Requirement
Materials and Supplies Inventory

Rquircd Bank Balances

Prepaymaxs 8: Special Deposits
Allowance for Working Capital

COMPANY
AS FILED

(5513)

2,595

17,346

9,579

829.007

STAFF
ADIUSTMENT AD]US'IED

(84,179) (94,692)

0 2,595
0 17,346

0 9,579_
(;4,179l $24,828

REFERENCES:
Column [A]: Company Schedule B~5 and B~5 Appendix page 2
Column [By Testimony, BAB
Column [C]: Column [A] + Column [B]
Column [D]: Company Schedde B-5 Appendix page 2
Column [E]: Company Schedule B-5 Appendix page 2
Column [FL:Column [D] + Column [E]
Column [G]: Column [F] / 565
Column [H]: Column [C] X Column [G]



NOT USED

la

Arizona Water Company - Ago
Doeket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-7

LINE
NO. DESCRIPTION

[A]
COMPANY
AS FILED

[B]

ADJUSTMENT

[C]
STAFF

ADJUSTED



NOT USED

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-8

[B]
LINE
no. DESCRIPTION

[A]
COMPANY
AS FILED ADJUSTMENT

[C]
STAFF

__ ADJUSTED __

v

ll



NOT USED

Arizona Water Company - Ago
Docket No. w-01445A_15_0277
Test Year December 31, 2014

Schcdl11€ BAB-9

LINE
NO. DESCRIPTION

[A]
COMPANY
AS FILED

[B]

. AD_lUSTMt8NT

[c]
STAFF

_ADJUSTED



OPERATING INCOME STATEMENT - AD USTED TEST YEAR AND STAFF RECOMMENDED

LINE
NO. DESCRIPTION

[A]
COMPANY
ADJUSTED
TEST YEAR
AS FILED

[B]

STAFF
TEST YEAR

ADIUSTMENTS

[C]
STAFF

TEST YEAR
AS

ADIUSTED

[D]

STAFF
RECOMMENDED

CHANGES

[E]

STAFF
RECOMMENDED

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
TestYear December 31, 2014

Schedule BAB-10

85 VENUES:
Residential

Commercial

Industrial

Private Fire Service

Other Water Revenues

Miscellaneous

Total OperatingRevenues

$306,895

125,128

0

1,200

564

4,101

$437,888

$2,365

0

0

0

0

0

$2,365

$309,260

125,128

0

1,200

564

4,101

$440,253

$39,360

15,925

0

153

72

0

$55,510

$348,620

141,053

0

1,353

636

4,101

$495,763

OPERATING EXPENXEX:
$0

0

0

0

0

0

0

0

0

0

0

$117,312

(2,482)

4,903

0

18,138

23,897

58,335

38,661

46

57,160

64,390

8,707

3,191

21,040

6,357

$419,656

Purchased Water

Other source of supply expense
Purchased Power
Purchased Gas
Other pumping expense
Water Treatment Expenses
Transmission & Distribution Expenses
Customer Accounting Expenses
CuStomer Service & Sales Expense
Administrative & General Expenses
Depreciation & Amortization Expenses
Federal Income TaxeS
State Income Taxes
Property Taxes
Other Taxes
TotalOperating Expenses

$117,512

(3,893)

4,903

0

18,038

23,870

58,757

38,982

46

59,445

66,337

(975)

(166)

20,086

6,482

$409,244

$0

1,411

0

0

100

27

(422)

(321)

0

(2,305)

(1,947)

1,451

351

106

(125)

<$1,674)

$117,312

(2,482)

4,903

0

18,138

23,897

58,335

38,661

46

57,160

64,390

476

185

20,192

6,357

$407,570

8,231

3,006

849

0

$12,086

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27
28 Operating Income (Loss) $28,644 $4,040 $32,684 $43,424 $76,108

RefereNces:
Column [A]: Company Schedule C-1 Page 3 of 3
Column [B]: Schedule BAB-11
Column [C]: Column [A] + Column [B]
Column [Dy Schedules BAB-1, BAB-2 and BAB-17
Column [E]: Column [q + Column [D]
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Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-12

L OPERATING INCOME ADJUSTMENT NO 1 WEATHER NORMALIZATION AND DECLINTNG USAGE

LINE
[A] [B]

COMPANY STAFF
PROPOSED ADIUSTMENT

$306,895 $2,365
(3,893) 1,416
18,038 250
23,870 283

[C]
STAFF

RECOMMENDED
$309,260

(2,477)
18,288
24,153

[2] [b] [c] [d] [f]

Class of Service

Residential 5/8 x 3/4 -inch

R&dm&al1- inch

Reddcnlid 1.5-inch

Residendd2-inch

Residential 3~inch

Residaxdd4~i.nch

Residaztid 6-inch

Residaldd 8-inch

Rmidendal 1aind3

Actual

Gallons Sold

Per Customer

47,558

52,951

0

0

0

0

0

0

0

Normalized

Gallons Sold

Per Customer

45,768

50,959

0

0

0

0

0

0

0

Increase /

(Decrease)

lb - 31
(1,789)

(1,992)

0

0

0

0

0

0

0

Year-End

Number of

Customers

563

9

0

0

0

0

0

0

0

la]
Additional

Gallons

To Be Sold

[c X <11
(1,007,395)

(17,930)

0

0

0

0

0

0

0

Commodity

Rate Revenue

Per Gallon

$00050

0.0062

0.0000

0.0000

0.0000

0,0000

0.0000

0.0000

0.0000

[8]
Increase /

(Decrease)

in Revenue

Fe X f]
($5,077)

(110)

0

0

0

0

0

0

0

Total Residential 100,509 96,727 (3,782) 572 (1,025,325)

Staffs adjustment

Company's adjustment (7,552)

Difference $2,365

(85,187)

Class of Expense

Source of Supply

Pumping

Water Treatment

Average

Cost Per

Gallon Sold

no. DESCRIPTION
1 Residential
2 Other source of supply expense
3 Other pumping expense
4 Water Treatment Expenses
5
6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

$000303

0.00055

0.00062

Additional

Gallons

To Be Sold

(1,025,325)

(1,025,325)

(1,025,325)

Staff

Increase /

(Decrease)

in Expenses

($3,10'/>

(564)

(636)

($4,306)

Company

Increase /

(Decrease)

in Expenses

(54,523)

(814)

(919)

($6,256)

Difference

Increase /

(Decrease)

in Expenses

$1,416
250

283

$1,950

References:

Column [A]: Company Schedule C-2 Appendix page 11 and Workpapers
Column [B]: Testhnony BAB

Column [C]: Column [A] + Column [B]

Column [a]: Company Schedule H-2, Column B times 12 months

Column [b]: Column [a] x -2.44%
Column [<:]: Column lb] _ Column [a]
Column [d]: Company Schedule C-2 Appendix page 7
Column [e]: Column [c] x Column [d]
Column [f]: Company Schedule H-5
Column [g]: Column [e] x Column [f]



OPERATING INCOME ADJUSTMENT NO. 2 .. SALARIES & WAGES

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-13

LINE
NO. DESCRIPTION

1 Source of Supply
2 Pumping
3 Water Treatment

4 Transmission & Distribution

5 Customer Accounting

6 Administrative & General

7 Administrative & General - 401K
8 Taxes Other

9 Total

[A] [B]
COMPANY STAFF
PROPOSED_ AD1US'rMENT

$16 (15)

470 (150)
800 (256)

1,315 (422)
1,072 (321)
1,190 (542)

874 (358)
__ 2,178 _ _ (125)

$7,915 (82,179)

[C]
STAFF

RECOMMENDED
. - $11

320
544
893
751
648
516

2,053
$5,736

References:
Column [A]: Company Schedule C-2 Appendix pages 12 and 13 and Workpapers
Column [By Testimony BAB
Column [C]: Column [A] + Column [B]



OPERATING INCOME ADJUSTMENT NO. 3 .. NOT USED

Arizona Water Company - Ago
Docket No. W~01445A-15-0277
Test Year December 31, 2014

Schedule BAB-14a

LINE
no. DESCRIPTION

[A] [B] [Cl
COMPANY STAFF STAFF
PROPOSED AD]USTMENT__RECOMM18NDED

References:
Column [A]: Company Schedule C-2 Appendix page 23 and Workpapers
Column [B]: Testimony BAB
Column [C]: Column [A] + Column [B]



OPERATING INCOME ADJUSTMENT no. 4 .. LIFE INSURANCE

Arizona Water Company - Ago
Docket No. w-01445A_15_0277
Test Year December 31, 2014

Schedule BAB-14b

LINE
NO. DESCRIPTION

1 Administrative & General _ Life Insurance

[A] [B]
COMPANY STAFF

_PROPOSED _ADJUSTMENT
$447 l$447)

[C]
STAFF

RECOMMENDED
$0

References:
Column [A]: Company Schedule C-2 Appendix, page 16 and Workpapers
Coluxmz [B]: Testimony BAB
Column [C]: Column [A] + Column [B]

I



OPERATING INCOME AD STMENT NO. 5 - RATE CASE EXPENSE

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-14c

[A] [B]
COMPANY STAFF
PROPOSED ADJUSTMENT

$3,083 ($958)

[C]
STAFF

RECOMMENDED
$2,125

Total
[c]

Normalization
Period

Company Proposed

Service Area

Penal Valley

White Tank

Ago

$486,274

486,274

486,274

[a]
Allocation

Rate

87.64%

10.46%

1.90%

[b]
Allocated
Expense

$426,148

50,876

9,250

3

3

3

[d]
Annual

E_XPC'D.SC

$ 1 4 2 , 0 4 9

1 6 , 9 5 9

3 , 0 8 3

Staff Recommended Total
lb]

Allocated

Expense

[c]
Normalization

PedodService Area
Penal Valley
White Tank

Ago

$ 3 3 5 , 1 1 7

3 3 5 , 1 1 7

3 3 5 , 1 1 7

[4
Allocation

Rate

87.64%

10.46%

1.90%

$ 2 9 3 , 6 8 1

3 5 , 0 6 1

6 , 3 7 5

3

3

3

[dl
Annual

Expense

$97,894

11.,687

2>125

LINE
no. DESCRIPTION
1 Administrative & General - Rate Case Expense
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

Rate Case Expense Category

Cost of Capital

M Y
Public notice

Transcripts

Supplies

ACC site visits

Courier Service

Over time and temporary services

Hearings

Total

Company

Proposed

Amount

$63,617

375,000

8,225

6,109

5,305

816

1 ,954

24,560

689

$486,274

Staff

Recommended

Amount Difference

$63,617
200,000

8,000
4,500

12,000
1,000

500
45,000

500
$335,117

$0
(175,000)

(225)
(1,609)
6,695

184
(1,454)
20,440

(189)
($151,157)

References:

Column [A]: Company Schedule C-2 Appendix page 21 and Workpapers
Column [B]: Testimony BAB "

Column [C]: Column [A] + Column [B]
Column [a]: Testimony BAB
Column [b]: Column [a] x Column [b]
Column [c]: Testimony BAB
Column [d]: Column [b] / Column [c]

lllll\



Axiznona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-15

OPERATING INCOME ADIUSTMENT NO 6 DEPRECIATION EXPENSE

[B]
FULLY/NON

DEPRECIABLE

[C]
.DEPRECIABLE

PLANT

[D]
DEPREC.

RATE

[E]

DESCRIPTION

[A]
GROSS UTILITY

PLANT IN SERVICE EXPENSE

$5

0

4,573

10,434

1

0

802

3,208

10,946

89,314

0

0

0

4,305

6,065

0

160,595

1,388,331

31,151

322,085

56,660

81,826

0

47,207

11,286

57,482

275

12,287

35,643

3,244

223,397

959

$0
0

305

0

0

0

25

0

313

5,252

0

0

0

123

0

0

3,212

24,851

623

7,666

2578

1,489

0

1,180

0

3,834

14

491

1,782

216

14,901

Line ACCT
No. NO.

Plant In Service
301 Organization Costs
302 Franchise Costs
303 Other Intangibles
310.1 Water Rights
310.3 Other Source of Supply Land
310.4 Wells - Other
314 Wells
320 Pumping Plant Land
321 Pumping Plant Structures 8: Improvements
325 Electric Pumping Equipment
328 Gas Engine Equipment
330 Water Treatment Plant - Land
331 Water Treannent Structures and Improvements
332 Water Treatment Equipment
340 Transmission and Distribution - Land
341 Transmission and Distribution - Structures
342 Storage Tanks
343 Transmission and Distribution Mains
344 Fire Sprinkler Taps
345 Services
346 Meters
348 Hydrants
389 General Plant Land
390 General Plan Structures
390.1 Leasehold Improvements
391 Office Furniture 8: Equipment
393 Warehouse Equipment
394 Tools, Shops, and Garage Equipment
395 Laboratory Equipment
396 Power Operated Equipment
397 Comrnunicadons Equipment
398 Miscellaneous Equipment

$5

0

4,573

10,434

1

0

802

3,208

10,946

89,314

0

0

0

4,305

6,065

0

160,595

1,388,331

31,151

322,085

56,660

81,826

0

47,207

11,286

57,482

275

12,287

35,643

3,244

223,397

959

0.00%
0.00%
6.67%
0.00%
0.00%
0.00%
3.1390
0.00%
286%
5.88%
4.00%
0.00%
250%
2.86%
0.00%
3.33%
200°/o
1.79%
200%
2.38"/o
4.55%
1.82%
0.00%
250%
0.00%
6.67%
5.00%
4.00%
5.00%
6.67%
6.67%
5.33% 32

Subtotal Genes i2,§§;0§1 $2,562,081 $68,887

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46

Conmlbution(s) 'm Aid of Construction (Gross)
Lass: Non Amortizable Conti:ibution(s)

Fully Amortized Cont:ibution(s)
Amortizsable Cont:ihution(s)
Times: Staff Proposed Amortization Rare
Ammonization ofCIAC

Less: Annnrtizadon of Contributions

$167,252

0

0

$167,252

2 6 9 %

$4,497 $4,497

Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Increase/(Decrease) to Deprecation Expense

$64,390

66,337

($1,947)_

I l l  I

I



OPERATING INCOME AD_]USTMENT no. 7 - INCOME TAX EXPENSE

u

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-16

LINE
NO. DESCRIPTION

1 Federal Income Taxes
2 State Income Taxes
3
4

[A] [B] [C]
COMPANY STAFF STAFF
PROPOSED ADJUSTIVLENT RECOMMENDED

(8975) $1,451 $476
(166) 351 185

Total (151,141) 351,801 . $660

References:
Column [A]: Company Schedule C-2 Appendix page 37
Colulml [BI: Testimony BAB
Column [C]: Column [A] + Column [B]

i



OPER.ATING INCOME ADJUSTMENT no. 8 .. PROPERTY TAXES

LINE
NO. DESCRIPTION

A RB
STAFF

AS ADJUSTED
STAFF

RECOMMENDED

Arizona Water Company - Ago
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BA.B-17

$440,253

2

$880,507

495,763

$1,376,270

. _3

$458,757

. 2 .
$917,513

0

0 .
$917,513

18.00%

$165,152

12.74-000%

1

2

3

4

5

6

78

9

10

11

12

13

14

15

16

17

18

19

20

21

Staff Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Multiplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10° /0 of CWIP
Less: Net Book Value of Licensed Vehicles

Full Cash Value (Line 9 + Line 10 - Line 11)

Assessment Ratio .

Assessment Value (Line 12 * Line 13)

Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 - Line 17)
Property Tax - Staff Recommended Revenue (Line 14 * Line 15)

Staff Test Year Adjusted Property Tax Expense (Line 16)

Increase in Property Tax Due to Increase in Revenue Requirement

$440,253

2

$880,507

440,253

$1,320,760

_3

$440,253

. .. 2

$880,507

0

_ 0

$880,507

18.00%

$158,491

12.74000%

$20,192

20,086

_ }106

$21,040

20,192

$849

22

23

24

Increase in Property Tax Due to Increase in Revenue Requirement Ilene 21)

Increase in Revenue Requirement

Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$849

$55,510

1.528800%

REFERENCES: *_
Line 15: Composite Tax Rate obtained from Arizona Deparunent of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Line 19 .. Line 20

I'll l



ATTACHMENT A

ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPORATION commission

STAFF'S FOURTH SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY

DOCKETNO. W-01445A-15-0277
December 31, 2015

Arizona Water Company Response Number: BAB 4.1

Q . Post-test year plant -- Please provide the updated, actual year-to-date easts for the
following projects: 5032, 5076, 5164, 5165, 5167, 5168, 5169, 5170, 5171, 5173, 5251,
5296, 5299, 5301, 5303, 5304, 5324, 5332, 5358, 5359, and 5362. III addition, please
identify which projects have outstanding invoices that have yet to be booked and
which have been fully booked.

Please see the electronic attachment \BAB 4.1 Post-Test Year P1ant.x1sx\ provided 01 l the
enclosed CD.

Response provided by:
Title:
Address:

Jamie R. Moe
Manager - Rates & Regulatory Accounting
3805 North Black Canyon Highway
Phoenix, AZ 85015

loft
JRM:hac I 12/31/2015 12:01 PM

A.

.2



BEGINNING

BALANCE_
76,055.79

395,357.46

272,719.36

197,248.31

85,746.44
297,889.98

7,761.89

SYSIIEM_ WA
41 5154

41
41

41

41

41
41

41

41

41

41

41

41

4 1

41

41

41

44

300

41 5076

41 5251

5165
5167
S168
5169
5170

5171
5173

5296
5299
S301
5303
5304
5332
5358
5359
5362
5032
5324

DESCRIPTION

Replace Electrical Panels w/VFD Controls at Vacuum Tank Site (Ph 2 of 2)

Construct Block Wall around Wells #21, 30 and 31

Arsenic Removal Faciltiy at Valley Farms
Replace broken 16" butterfly valves w/16" gate valves on Highway 84

Replace 4,000' of 6" PVC with 12" DIP along Over field

Rehabilitate Cottonwood Storage Tank and replace BPS

Replace 2,640' of failing 12" along Cottonwood from Arizola to Peart

Electrical Panel Safety Improvements - PV

Replace pump at CG Well 19
Construct access road to Wells 9, 10 and CL Nitrate Plant

Construct 12" DIP flush line for Well 33

Install nitrate analyzers at Wells 21 &33

Modify pumping and add additional booster pump at Well 27 for red & rel

Replace 60' of 36" CLC (w/DIP) on Casa Grande Mountain Pearl Rd & 1-8

Replace pump and pipe at well 26 in CG

Replace pump and pipe at well z7 in CG

Replace pump at Well #31 in Casa Grande

Install SCADA at BAE Tank, Wells #7 & #8 and Monte vista ARF

Replace obsolete Phone System

Lower & replace 460' of 6" DIP along UPRR Spur to serve Arizona Grain in CG

Replace pump at PV Well #33

64,374.26

YTD
11/30/2015

6,474

22,088

1,037,044

115,529

210,643
1,180,427

253,512

95,835
149,382

15,928

194,840
173,112

6,244

191,545

115,775
6,554

3,272
285,160

BALANCE AT

11/30/2015

82,530

417,446

1,309,763

115,5z9

407,891
1,267,173

551,402
103,598

149,382

16,928

194,840

173,112

6,244
191,545

115,775

6,554

3,z7z

349,534

125100.34

199455.96
70,474

46,512
195,574
245,968

Invoices Outstanding

Invoices Outstanding

Fully Booked

Fully Booked

Fully Booked

Fully Booked

Fully Booked

Fully Booked

Invoices Outstanding

Invoices Outstanding

Fully Booked

Fully Booked

Invoices Outstanding

Invoices Outstanding

Fully Booked

Invoices Outstanding

Invoices Outstanding

Fully Booked

Invoices Outstanding

Fully Booked

Fully Booked



ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPORATION commission STAFF'S

FIFTH SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET no. W-01445A-15-0277
January 22, 2016

Arizona Water Company Response Number: BAB 5.1

Q- Post-test year plant -- Please provide the updated, actual year-to-date costs for the
following projects: 5260, 5263, 5306, 5307, 5309, 5325, 5326, 5327, 5329, 5339, 5341,
5344, 5345, 5348, 5360, and 5361. In addition, please identify which projects have
outstanding invoices that have yet to be booked and which have been fully booked.
Also provide the actual in service date for all post-test year projects.

Please see the electronic attachment \BAB 5.1 Post-Test Year Plant.xlsx\ provided on the
enclosed CD.

Response provided by:
Title:
Address:

Fredrick K. Schneider, P. E.
Vice President - Engineering
3805 North Black Canyon Highway
Phoenix, AZ 85015

loft

JRM:HAC I 1/22/2016 10:35 AM

A.

I lIeu



_wA
BEGINNING

_BALANCE 11

s z97

YTD

I30/2015

18,979

53,708

42,857

41,525

53,658

BALANCE AT
11/30/2015SYSTEM

041

044

041

O41

044

300

300

300

041

041

041

041

041

041

044

041

S260

5263

5306

5307

5309

5325

5326

5327

5329

5339

5341

5344

5345

5348

5360

5361

DESCRIPTION

Replace sodium hypochlorite tank PV Well 29 ARF

Install 230' of 6" DIP along Citrus Rd, S of 1-10

30 HP Booster Pump at ST BPS

Auto Strainer Wells #9 & 10 CL

Replace pipe at Blue Horizon ARF

Replace office building signs

Replace patch & anti-virus sewers

Design & implement AWC website

Replace 85' Cl w/DIP on 4th St _ CG

Replace leaking service AZ Blvd s of Verde Ln CL

Replace service Penal Ave & Cholla St in CG

Install 25' of 8" DIP 2nd St & Morrison CL

Replace 13' leaking 8" CA with 8" DIP 1955 N CG Av

Install radio system at Burgess Peak SCADA

Replace ladder & add 12" overflow BAE water tank

Improvements to Coolidge Warehouse tank

s

s

s

$

s

s

s

$

s

$

s

s

s

s

s

s
s
$
s
s
s
s
s
s
s
s
S
s
s
$
s

19,275

53,708

42,857

41,625

53,558

20,180

37

19,402

57,535

35,165

23,685

62,000

20,000

16,810

74,340

s
s
$
s
s
$
$
s
s
s
s
s
$
S
s
s

20,180

37

19,402

57,535

35,165

23,685

62,000

20,000

15,810

74,340

_  s t AT us

Outstanding

Fully Booked

Fully Booked

Fully Booked

Fully Booked

Outstanding

Outstanding

Outstanding

Fully Booked

Fully Booked

Fully Booked

Fully Booked

Outstanding

Outstanding

Fully Booked

Fully Booked

J

III



Date Placed in Service

1-4806 Coolidge Well No. 13 ARF 2016

1-5076 Arizona Grain Depot December 23, 2014

1-5164 Coolidge 9 & 10 Motors December 8, 2015

1-5165 Block Walls Well Nos. 21, 30 & 31 January 12, 2015

1-5167 Valley Farms ARF Well No. 2 July 8, 2015

1-5168 Hwy 84 Gate & Butterfly Valves July 20, 2015

1-5169 Overfield Road 12" Replacement May 21, 2015

1-5170 Cottonwood Lane Storage Tank July 23, 2015

1-5171 Cottonwood Lane 12" Replacement April 15, 2015

1-5173 Penal Valley Electrical Panel Safety December 31, 2014

1-5251 PV Well No. 33 Pump & Column January 22, 2015

1-5260 PV Well No. 29 Sodium Hypochlorite September 28, 2015
1-5296 pp Well No. 19 Pump September 14, 2015

1-5299 Coolidge 9 & 10 Access Road December 14, 2015
1-5301 PV Well No. 33 12" to Hacienda Road June 6, 2015
1-5303 PV Well Nos. 32 & 33 Nitrate Analyzers June 5, 2015
1-5304 PV Well No. 27 Booster Pump Station December 31, 2015
1-5307 Coolidge Well Nos. 9 & 10 Strainer July 1, 2015

1-5329 Cameron and Morrison Replacements February 12, 2015

1-5332 Casa Grande Mountain 36" Trans Main May 5, 2015
1-5339 Arizola Blvd Service Line. Replacement May 21, 2015
1-5341 Pinar Avenue Service Line Replacement June 20, 2015

1-5344 Second St Gate Valve Replacement June 18, 2015

1-5345 1955 North Casa Grande Ave Replacement August 4, 2015

1-5348 Burgess Peak Radio System July 23, 2015
1-5358 PV Well No. 26 Pump August 10, 2015
1-5359 PV Well No. 27 Pump December 16, 2015
1-5361 Elevated Tank in Coolidge Cathodic Protection July 8, 2015
1-5362 PV Well No. 31 Pump November 26, 2015
1-5166 Coolidge Airport POU February 29, 2016
1-5173 Coolidge Airport Electrical Panel Safety December 31, 2014
1-5173 Tierra Grande Electrical Panel Safety December 31, 2014
1-5173 Stanfield Electrical Panel Safety December 31, 2014
1-5306 Stanfield BPS Upgrade Transformers June 30, 2015

1-5032 White Tank SCADA System June 1, 2015

1-5263 Citrus Road Air Relief Valve February 3, 2015
1-5309 Blue Horizon ARF Butterfly Valves April 21, 2015
1-5360 Beautiful Az Estates Tank April 13, 2015
1-5324 Phone System 2016
1-5325 Office Building Signs 2016
1-5326 Anti Virus Patch November 20, 2015
1-5327 Company Website 2016

2014 Western Group Rate Case
Post-Test Year Utility Plant Projects
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ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPORATION COMMISSION STAFF'S

SEVENTH SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. W-01445A-15-0277
February 16, 2016

Arizona Water Company Response Number: BAB 8.1

Q. Post-test year plant - Please*provide the following information for the "Blankets"
projects for all Western Group service areas, the Phoenix office and Meter Shop and
for project 0076:
a. Updated, actual year-to-date costs including plant account information.
b. Confirm that the updated costs have been booked.
c. Work authorization information.
d. The actual in service date for all projects and a detailed description of where the

item was installed.

a. Please see the electronic attachments in folder \BAB 8.1 Post-TestYear Plant\ on the
enclosed CD.

b. Please see the electronic attachments in folder \BAB 8.1 Post-Test Year Plant\ on the
enclosed CD .

I.

Please see the electronic attachments in folder \BAB 8.1 Post-Test Year Plant\ on the
enclosed CD.

d. Please see the electronic attachments in folder \BAB 8.1 Post-Test Year Plant\ on the
enclosed CD. Because providing a detailed description of where the items were
installed is unduly burdensome, such a list is not included. Blanket accounts involve
numerous locations and are placed in service in the month in which the charge is
recorded. The attached invoicing may provide evidence in regards to location.
Invoices for all amounts over $1,000 are included with the attachments. Arizona
Water Company has also used this opportunity to provide Staff with additional
general ledger and invoice support for its post-test year projects.

Response provided by:
Title:
Address:

Jamie R. Moe
Manager -. Rates and Regulatory Accounting
3805 North Black Canyon Highway
Phoenix, AZ 85015

1 of1

JRMZHAC I 2/16/20162:44 PM

A.

C.



ATTACHMhNI 5

ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPORATION c01v1mIssIon

STA]8IF'S SECOND SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY

DOCKET no. W-01445A-15-0277
October 23, 2015

Arizona Water Company Response Number: BAB 2.12

Q- Weatherization revenue adjustment
answer/provide the following:

As a follow up to DR BAB 1.21 please

a. Explain the reason(s) why the Company used a five year period to establish a
"normal" weather patter.

b. A list of the other weather indices that the Company considered using in its
analysis and the reason why the PalmerDrought SeVerity Index was chosen
over any others.

c. Any Company data and/or analysis that supports that this trend
continuing post test year.

d. Can the Company state with 100 percent certainty that the proposed test
year reduction in usage tied to weather will continue past the test year? If
less than 100 percent, what percentage of certainty can the Company
provide? .

e. A list of cases with Docket numbers where the Commission has approved
adjustments based on events that predated the test year, if any. Also
describe those adjustments and the Company's understanding regarding the
reasons that the adjustment(s) were accepted.

9

The decision to normalize revenues based on five years of monthly data was made
prior to filing the Arizona Water Company's 2011 Test Year Northern Group
general rate Case. In prior rate case proceedings where Arizona Water Company
utilized ten years of data, parties suggested that die continued pervasive decline in
per customer sales was a result of economic conditions, with the implication
being dirt per customer sales would eventually increase. That never happened.
Despite the fact duet evidence shows that past declines in Per customer sales were
not an artifact of any economic recession (see "Insights into Declining Single-
Family Residential Water Demands." Journal - AWWA, June 2012), Arizona
Water Company has continued to rely on five years of monthly data in subsequent
general rate cases, with statistically significant results.

Response provided by:
Title:
Address:

Joel M. Reiter
Vice President .- Rates & Revenues
3805 North Black Canyon Highway
Phoenix, AZ 85015

N:\RATEs\2D15_Rale_Case\Da\a Requests\S1aff to AWC\$tafl' 2nd Se1\BAB 2.12 Wealherizatiun Revenue Adjusmcrn FV.doo<
JRM:hac I 10»zz/2015 14:40 AM

A. a.
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ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPQRATIQN COMMISSION

STAFF'S SECOND SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY
DOCKET NO. W-01445A-15-0277

October 23, 2015

In past studies, Arizona Water Company has used the independent variables of
total monthly precipitation and average monthly temperature, but has found the
statistical relationship between these variables and per customer sales to be
inconsistent. Other published studies have found no statistically significant
relationship between monthly precipitation and water sales, but have found a
significant relationship between drought effects and monthly water sales. (See
"North America ResideNtial Water Usage Trends Since l992." Water Research
Foundation. 2010.) For these reasons Arizona Water Company has continued to
use the Palmer Drought Severity Index.

See the pre-iled direct testimony of Joel M. Reiter, Section VIII, and Arizona
Water Company's response to BAB 2.13.

Arizona Water Company is unable to predict future weather conditions. It is for
divs reason that Arizona Water Company proposes an adjustment to reflect
normalized weather and usage based on five years of historical data. In terms of
readier, Arizona Water Company believes a Ive year average is far superior to
simply assuming that future weather conditions will mimic those of 2014, which
the evidence shows does not represent average readier Conditions.

Arizona Water Company has not conducted such a study or survey. However, it
is routine practice for regulators, including the Commission, to weather normalize
sales for ratemaking purposes and to adopt reasonable pro Ronna adjustments to
actual test year results to die extent they represent future conditions. These
adjustments commonly reflect events that predate the test year, with examples
being the normalization of expenses based on historical averages, or the updating
of rate base to reflect various changes that have occurred during intervening
years.

Response provided by:
Title:
Address:

Joel M. Reiter
Vice President - Rates-84 Revenues
3805 North Black Canyon Highway
Phoenix, AZ 85015

N:\RATES\2D15__ _
JRM:hac I 1012a12015 11140 AM

Rate Case\Data Requests Staff to Awc\s1aff 2nd Se\lBAB 2.12 Weatherizalian Revenue Adjustment W.dncx
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ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPORATION COMMISSION

STAFF'S SECOND SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY
DOCKET no. W-01445A-15-0277

October 23, 2015

Arizona Water Company Response Number: BAB 2.13

Q- Declining usage revenue adjustment - Please provide the available year to date
(2015) customer counts and total sales by month.

Please see the Excel file \BAB 2.13
provided on the enclosed CD.

Declining Usage Revenue Adjustment.x1sx\

Response provided by:
Title:
Address:

Jamie R. Moe
Manager - Rates & Regulation
3805 North Black Canyon Highway
Phoenix, AZ 85015

N:lRATES\2D15_Rale_Case\Daia Reques1s\$\aff to AvlK3\stafi 2nd Set\BAB 2.13 Declining Usage Revenue Adjustment Wnuoc
JRM:hac I 10/23/201 s 11:41 AM

A.

I
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2015

Apr JulJunMarFeb AugJan SepMay

ARIZONA WATI8R COMPANY
Test Year Ended December 31, 2014
Staff Data Request BAB 2.13 - Declining Usage Revenue Adjustment

Pinal Valley

Customer Count

Residential

Commercial

Industrial

Other

Total

26,370

z,035

24

454

28,883

26,359

2,020

24

453

28,856

26,412

z,019

24

452

28,907

26,448

2,0z3

24

452

28,947

25,484

z,05s

24

455

29,018

26,519

2,048

24

453

29,044

26,619

2,065

24

457

29,165

26,597

2,046

24

460

29,127

26,596

2,035

23

457

29,121

Total Sales (M Gallons)

Residential

Commercial

Industrial

Other

Total

189,280

74,331

40,758

9,757

314,127

178,762

64,844

42,337

3,293

289,235

176,639

67,995

41,451

3,799

289,884

218,079

91,604

42,399

4,926

357,008

243,447

138,435

46,484

10,564

438,930

240,199

126,548

27,531

5,598

399,876

298,004

167,394

36,843

5,816

508,055

277,969

166,576

33,587

5,771

483,903

260,023

153,577

28,900

5,434

447,933

WhiteTank

Customer Count

Residential

Commercial

Industrial

Other

Total

2,291

58

1

11

z,361

2,303

56

1

11

2,371

z,314

58

1

12

2,385

2,337

58

1

13

2,409

2,347

58

1

15

2,421

2,373

59

1

17

z,4s0

2,395

58

1

15

2,469

z,396

58

1

15

2,470

2,403

58

1

19

2,481

Total Sales (M Gallons)

Residential .

Commercial

Industrial

Other

Total

19,374

3,828

24

42

23,268

19,684

s,0s1

25

75

24,845

19,706

3,770

35

26

23,538

24,142

4,865

41

523

29,571

26,865

6,135

.72

153

33,225

30,979

6,358

130

95

37,563

33,986

7,495

106

32

41,618

34,231

8,561

141

383

43,316

33,738

10,063

119

247

44,167

Q ~. ,

577

70

584

73

S83

72

592

72

584

72

587

71

585

71

S81

71

579

71

Ago

Customer Count

Residential

Commercial

Industrial

Other

Total

5

652

5

662

5

660

5

669

5

661

5

663

5

661

5

657

5

655

2,383

764

z,125

1,052

1,899

924

2,512

1,033

z,1z7

865

2,726

1,017

2,624

980

2,844

1,096

2,164

851

Total Sales (M Gallons)

Residential

Commercial

Industrial

Other

Total

3

3,150

3

3,181

10

2,832

2

3,545

10

3,002

2

3,745

7

3,611

2

3,942

3

3,018



ATTACHMENT C

ARTZONA WATER C()MPANY'S RESPGNSES TO
ARIZONA CORPORATIGN CDMMISSIDN

STAIFF'S FGURTH SET OF DATA REQUESTS TO
ARTZONA WATER CCMPANY

DOCKET NO. W-01445A-15-0277
December 31, 2015

Arizona Water Company Response Number: BAB 4.5

Q- Employee Salary and_wages. - Please describe/provide the following:
a. The process for how labor costs/overhead is calculated and included as part of

any capital project.
b. A list of the employees that have been hired post-test year to fill any test-year

vacancies, the positions they were hired to fill, and the date they were hired.
c. The actual annual percentage changes in pay from year to year, from the 2010

test year in the last Western Group rate case (Docket No. W-01445A-10-0517) to
the current 2014 test year. .

d. All test year time sheets for employee numbers 1561, 2550, 3171, 3342, and 5318
that breaks out the hours worked, the rate of pay, the account code used and for
which district and/or group the work was performed.
If the pay is not based on time sheets, please explain how you determined the
level of salary for each employee, and how their pay was allocated among the
different account codes and districts/affiliates.

e.

a. Employees dirt work on capital projects charge hours to those projects on their time
sheet by writing the capital project number under the account code column and then
writing the number of hours worked under the column that indicates the day that they
worked on this capital project. At die end of each pay period computer operators
enter each time sheet into the payroll system. The payroll system then calculates the
total wages charged to a particular account code including capital projects by
multiplying the employee's wage rate times the number of hours for each account
code. The system also calculates any overtime or other pay adjustment. The payroll
system then totals all wages by account code, including capital projects, to create a
posting file. Accounting then posts this tile at month-end. Payroll taxes, insurance
and benefits costs are allocated to each account code charged based on the total wages
charged to that account code.

b. Please see the electronic attachment \BAB 4.5 Employee Salary and Wages.xlsx\
provided on the enclosed CD.

c. Please see the electronic attachment \BAB 4.5 Employee Salary and Wages.xlsx\
provided on the enclosed CD.

d. Please see the electronic attachment \BAB 4.5 Employee Salary and Wages.xlsx\
provided on the enclosed CD. The file contains all of the information requested.
Original employee time sheets are available for review at Arizona Water Company's
Phoenix Office.
All employee pay is based on time sheets as described in the response to 4.5(a).

Response provided by:
Title:
Address:

Jamie R. Moe
Manager - Rates 86 Regulatory Accounting
3805 North Black Canyon Highway
Phoenix, AZ 85015

I

loft

A.

JRM:hacl 12/31/2015 1z:o4 PM
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Data Request BAB 4.5

b. new hires
Post-test year hires

CG MARQUEZ
CL CLEMANS

MICHAEL
TRE J

METER READER
METER READER

06/15/15
07/27/15

Not hired to FII test-year voc
PX MOE
PX STONE
PX SESMAS
PX ANTHONY
PX WALSH

fancies
JAMIE R MANAGER - RATES & REGULATORY ACC 08/31/15 additional position
VICTORIA T SECRETARY - OPERATIONS 07/02/15 position vacant March 2015 (Sheehan term)
GLORIA SECRETARY - ENGINEERING 06/29/15 position vacant March 2015 (Hail promotion)
GARRETT R DRAFTSMAN/MESSENGER PART-TlME 05/06/15 additional position
JAMES P RATE ANALYST 01/05/15 additional position

percentage pay changes
Non-union

1.3
2.5
2.0
1.5
0.0

2014
2013
2012
2011
2010

Union
1.2
1.7
1.3
0.9
0.0

/

c.



ATTACHMENT D

ARIZONA WATER COMPANY'S RESPGNSES TO
ARIZONA CORPORATION COMMISSION

STAFF'S FIRST SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY

DOCKET NO. W-01445A-15-0277
September 25, 2015

Company Response Number: BAB 1.17

Q- NARUC Uniform Svstem of Accounts.- Please explain the reasoning behind why the
Company is still using the 1976 NARUC Uniform System of Accounts rather than
the more current 1996 version. In this explanation include any cost estimates,

_ anticipated difficulties, and if the Company has a plan to transition to the more
current version of the Uniform System of Accounts.

A. For over 35 years the Company has consistently maintained its accounting Books and
records 'm conformity with the 1976 NARUC USOA for Class A and B Water Utilities.
Using the 1976 USOA has not created a problem for either the ACC Staff or RUCO, as
evidenced by the Company's numerous rate case filings over the years.

The Arizona Corporation Commission's (ACC) mle on accounts and records states in
part: "Each utility shall maintain its books and records in conformity with the NARUC
Uniform System of Accounts (USOA) for Class A, B, C and D Water Utilities." See
A.A.C. R14-2-411 D. 2. NARUC has modified and reissued its USOA for water utilities
three times .over the last 40 year period: 1976, 1984 and 1996. Each of these
modifications in NARUC's USOA was issued MM the following language:

"Pursuant to action by the National Association of Regulatory Utility
Commissioners, this system of Accounts is reno_mmen_ded to the
commissions represented in the membershqz of this Association for
consideration and for adoption in their respective jurisdictions with such
modyications only as they may deem necessary in the public interest."
(Emphasis added)

The ACC has not established any forum to consider the recommended 1984 or 1996
NARUC USOA. The ACC has never taken any action, whether by decision or
rulemaldng, to specifically adopt either the 1984or 1996 NARUC USOA. Therefore, the
Company has continuedto use Me 1976 NARUC USOA.

The Company has not evaluated the costs and difficulties of a transition to a more current
version of the USOA because there are no plans to convert.

Response provided by:
Title:
Addressl

Joel M. Reiter
Vice President -.. Rates & Revenues
3805 North Black Canyon Highway
Phoenix, AZ 85015

loft
N:\RATES\2015_Rate_Case\Dais Requesis\slaff to AWC\S1aH 19 SellBAB 1.17 NARUC Uniform Syslem of Accounts CV 150925.docx
JMR:hac I 9/25/20153:13 PM
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ATTACHMENT E

ARIZONA WATER COMPANY'S RESPONSES TO
ARIZONA CORPORATION COMMISSION

STAFF'S SECOND SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY

DOCKET NO. W-01445A-15-0277
October 23, 2015

Arizona Water Company Response Number: BAB 2.2
4-

Q. =Accu1;1qlated_ deprgiatiqg -
accumulated depreciation by line item (e.g., 314 Wells) that was approved in
Company's prior rate case (test year ending December 31, 2010).

Please provide a sub ledger or schedule of the
the

Please see the attachment \ BAB 1.8 Plant Additions & RetiIernents.xlsx\ provided in
Arizona Water Colnpany's Response to Staffs First Set of Data Requests. Arizona Water
Company does not maintain accumulated depreciation balances by plant account.

Response provided by'
Title:
Address:

Jamie R. Moe
Manager - Rates & Regulation
3805 North Black Canyon Highway
Phoenix, AZ 85015

NZ\RATES\2015__Rate_Case\Dala Requests\s\aff mAW¢\Saff 2ndsetl8AB 22 Aowmulaled Depredation W .dom
JRM:hacl 10/23/2015 11:23 AM

A.

u ll
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ARIZONA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

FOURTH SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. W-01445A~15-0277
January 19, 2016

Company Response Number: RUCO 4.01

Q. Accumulgtqd Deprqgiggion_ - In RUCO Data Request 1.13(b) the Company was
asked to provide a schedule showing the Accumulated Depreciation balances by
account, as authorized 'm the most recent rate case. In response, the Company
stated that Arizona Water "does not maintain accumulated depreciation balances
by plant account." Subsequently, in RUCO Data Request 3.06 the Company was
asked to provide accumulated depreciation balances by function. In response, the
Company stated that Arizona Water "does not maintain accumulated depreciation
balances by function" (emphasis added).

In light of the above, please indicate if the Company agrees, or disagrees, with the
following statements; to the extent the Company disagrees with a particular
statement, provide a detailed explanation as to the reasons for the Company's
disagreement:

1 .

2 .

3 .

4 .

5.

Title 14, Chapter 2, Section 102, Parts A-D of the Arizona Administrative
Code is controlling as regards the treatment of depreciation by public service
corporations subject to regulation by the Arizona Corporation Commission
(ACC);
Pursuant to R14-2-102(B) of the Arizona Administrative Code, all public
service corporations are required to maintain adequate accounts and records
related to depreciation practices;
Pursuant to R14-2-102(B.2) of the Arizona Administrative Code, public
service corporations are required to maintain a separate depreciation reserve
(i.e., accumulated depreciation) account for depreciable plant assets, either
on an individual account or functional account basis;
Pursuant to R14-2-102(B.4) of the Arizona Administrative Code, only those
public service corporations having less than $250,000 in annual revenue are
not required to maintain depreciation records by separate accounts;
Pursuant to R14-2-l02(D) of the Arizona Administrative Code, upon a
showing of good cause the ACC can grant a waiver to a public service
corporation from one or more of the requirements of Section 102 (i.e., R14-2-
102).

Response provided by:
Title:
Address :

Jamie R. Moe
Manager - Rates and Regulatory Accounting
3805 N. Black Canyon Highway
Phoenix, AZ 85015

l

1 of2
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ARIZGNA WATER COMPANY'S RESPONSES TO
RESIDENTIAL UTILITY CONSUMER OFFICE'S

FGURTH SET OF DATA REQUESTS
WESTERN GROUP RATE APPLICATION

DOCKET NO. W-01445A-15-0277
January 19, 2016

Company Response Number: RUCO 4.01

A. Arizona W ater Company acknowledges that  R14-2-102 of  the Ar izona
Administrative Code is controlling in regards to the treatment of depreciation.

Arizona Water Company acknowledges that R14-2-102(B) of  the Arizona
Administrative Code states, "All public serv ice corporations shall maintain
adequate accounts and records related to depreciation practices."

Arizona Water Company acknowledges that R-14-2-102(B.2) of the Arizona
Administrative Code states, "A separate reserve for each account or functional
account shall be maintained."

Arizona Water Company acknowledges that R-14-2-l02(B.4) of the Arizona
Administrative Code states, "Public serv ice corporations hav ing less than
$250,000 in annual revenue shall not be required to maintain depreciation records
by separate .accounts but shall mice annual composite accruals to accumulated
depreciation for total depreciable plant."

Arizona Water Company acknowledges that R-14-2-102(D) of the Arizona
Administrative Code states, "Upon the motion of any party or upon its own
motion, the Commission may determine that good cause exists for granting a
waiver from one or more of the requirements of this Section."

Response provided by:
Title:
Address:

Jamie R. Moe
Manager - Rates and Regulatory Accounting
3805 N. Black Canyon Highway
Phoenix, AZ 85015

2 of2

4.

5.

2.

3.

1.
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ARIZONA WATER coIw@At~Iy's RESPONSES TO
ARIZONA CORPORATION COMMISSION

STAFF'S SECOND SET OF DATA REQUESTS TO
ARIZONA WATER COMPANY

DOCKET no. W-01445A-15-0277
October 23, 2015

Arizona Water CompanyResponse Number: BAB 2.3

Q- Fully dept_eciated_ plant - Please provide a sub ledger or  schedule of  the plant
accounts with fully depreciated assets by line item (e.g., 314 Wells) or indicate if
there is of fully depreciated plant still in service.

No such s chedu l e  or  sub l edger  ex i s t s . Ar i zona  Water  Company  u ses  a  g roup
depreciation accounting methodology under which a property group is depreciated at a
C ommi s s i on - a pprov e d  r a t e ,  b a s e d  on  the  a v e r a g e  s e r v i c e  l i f e  o f  a l l  p rope r l y
units/investments in die group. Under this method, die recovery of capital occurs over
the life of the asset group (as opposed to each individual asset), and a unit of property is
assumed to be fully depreciated only at the time it is retired and removed from service.
As a result, there are no fully depreciated assets that remain in service.

Response provided by:
Title:
Address:

Joel  M. Reiter
Vice President .- Rates & Revenues
3805 North Black Canyon Highway
Phoenix, AZ 85015

i
I

n_l_RATEg\2g15__Rate_case\Data Requests\Sla1f to AWC\SIaff 2nd Sel\BAB2.3 Fully Depredated Plan! FV,ducx
JRM;hacl 10/23/2015 11:17 AM
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EXECUTIVE SUMMARY
ARIZONA WATER COMPANY

WESTERN GROUP
DOCKET no. W-01445A-15-0277

Arizona Water Company ("Company' or "ARC") is a certificated Arizona public service

corporation that provides water service throughout the State of Arizona. The Company's water
systems are grouped into the Northern, Eastern, and V(/estern Groups. The Northern group is
comprised of the Navajo and Verde Valley Water Systems; the Eastern group is comprised of the
Superstition, Cochise, and FalconValleyWater Systems; and the Western group is comprised of the
Pinal Valley, White Tank and Ago Water Systems. The Company's last rate increase was approved in
Decision No. 74081, dated September 23, 2013, for the Northern group.

On August 21, 2015, the Company Filed an applications for a rate increase for its Western
group: Penal Valley Water Service Area (comprised of the Casa Grande, Coolidge, and Stanfield sub-
systems); W/hite Tank Water Service Area; andAgo Water Service Area. The rates for the Western
group were established in Decision No. 73144, dated May 1, 2012.

This testimony of Briton A. Baxter presents Staffs recommendations in the area of rate
design.

Rate application:

Pima/ Va//9 Water ii/Item

The Company's proposed rates would increase the typical residential 5/8 X 3/4-inch meter
bill vsdth a median usage of 5,700 gallons from $25.24 to $33.15, for an increase of $7.91 or 31.33
percent.

Staffs recommended rates would increase the typical residential 5/8 X 3/4-inch meter bill
with a median usage of 5,700 gallons from $25.24 to $30.04, for an increase of $4.80 or 19.01
percent;

White Tank Water Salem

The Company's proposed rates would increase the typical residential 5/8 X 3/4-inch meter
bill with a median usage of 7,681 gallons from $40.04 to $52.24, for an increase of $12.19 or 30.45
percent.

Staffs recommended rates would increase the typical residential 5/8 X 3/4-inch meter bill
with a median usage of 7,681 gallons from $40.04 to $46.71, for an increase of $6.67 or 16.65
percent.

1 On July 31, 2015 ARC Filed a 'Notice of Intent to File General Rate Case and Request for Accounting Order". On
August 21, 2015 ARC filed its application and 12 amendments to its application.



t

Alb Water .lj/.ftem

The Company's proposed rates would increase the typical residential 5/8 x 3/4-inch meter
bill with a median usage of 2,680 gallons from $34.01 to $41.10, for an increase of $7.09 or 20.84
percent.

Staffs recommended rates would increase the typical residential 5/8 X 3/4-inch meter bill
with a median usage of 2,680 gallons from $34.01 to $39.11, for an increase of $5.10 or 15.00
percent.

Staff recommends approval of its recommended rates and charges for the Western Group
service areas of Arizona Water Company as shown on the attached schedules.



Rate Design Direct Testimony of Briton Baxter
Docket No. W-01445A-15-0277
Page 1

1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Briton A. Baxter. I am a Public Utilities Analyst V employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff"). My

business address is 1200 West W/ashington Street, Phoenix, Arizona 85007.

6

7 Q.

8

9

Are you the same Briton Baxter who previously Bled testimony pertaining to rate

base, operating ICVCIIUCS and expenses and revenue requirement on behalf of Staff in

this docket for Arizona Water Company's ("A\VC" or "Company") permanent rate

10 application?

11 A . Yes, I am.

12

13 Q. What is the basis of your recommendations?

14 A.

15

Based on the adjustments and revenue requirement recommended by Staff, I am presenting

Staffs recommended rate design.

16

17 BACKGROUND

18 Q. Please provide a brief description of Arizona Water Company and the service it

19

20 A.

21

22

23

24

25

26

provides.

AWC is a certified Arizona public service company that provides water service throughout

the state of Arizona. The Company's water service areas are grouped into the Northern,

Eastern and Western Groups. The Northern Group is comprised of the Navajo and Verde

Valley Water Service Areas; the Eastern Group is comprised of the Superstition, Cochise, and

Falcon Valley Water Service Areas; and the Western Group is comprised of the Ago, Penal

Valley, and White Tank Water Service Areas. The Company's last rate increase was approved

in DecisionNo. 74081, dated September 23, 2013, for the Northern group.
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1

2

3

4

On August 21, 2015, the Company Filed an applications for a rate increase for its Western

group: Penal Valley Water Service Area (comprised of the Casa Grande, Coolidge, and

Stanfield sub-service areas); White Tank Water Service Area; and Ago Water Service Area.

The rates for the Western group were established in Decision No. 73144, dated May 1, 2012.

5

6 RATE DESIGN

7 Q.

8

Has Staff prepared schedules summarizing the present, Company proposed, and Staff

recommended rates and service charges for each service area?

9 A. Yes. Schedule BAB-1 for each service area provides a summary of the Company's present,

10 Company's proposed, and Staffs recommended rates.

11

12 Q. Please briefly describe the Company's proposed changes to rates.

13 A.

14

15

16

17

18

19

20

21

22

23

Across all three service areas, the Company proposes different monthly usage charges by

customer class. Further, the Company proposes adding a tier to the existing inverted

commodity rate structure for all customer classes. This will resit in three-tiers for all meter

sizes of the commercial, construction, and the residential 1-inch meter and larger customer

classes. The typical 5/8 X 3/4-inch residential customer meter will now have a fourth-tier,

with the f irst-tier being what the Company considers a lifeline tier. The Company also

proposes a Hat commodity rate for all industrial meter sizes, with a lower rate for 6-inch and

larger meters. To account for the new tiers, the Company has proposed modifying and/or

removing the existing break-over points. Further, the Company proposes adding a 3/4-inch

meter size to all customer classes, and is proposing to add meter sizes to the construction

customer class to be consistent with the existing meter sizes in the other customer classes.

24

2 On ]uly 31, 2015 ARC Bled a 'Notice of Intent to File General Rate Case and Request for Accounting Order". On
August 21, 2015 ARC filed its application and 12 amendments to its application.
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1 Q- Please briefly describe the Staff recommended rates.

2 A.

3

4

5

6

7

8

9

Staffs recommended rates are designed to produce revenues that cover the overall cost of

providing service as established in prior testimony Bled in this Docket. These rates employed

inverted block structures, where the price per unit for the commodity component of the bill

increases as usage increases. This is designed specif ically to send a pricing signal that

encourages the efficient use of scarce water resources. Staff also considered the Company's

cost-of-service in setting recommended rates. Staff agrees vldth, and has incorporated the

Company's proposed number of tiers, break-over points and additions of 3/4-inch and

various construction meter sizes in its recommended rate design.

10

11 Q.

12

Besides setting rates to earn the revenue requirement as determined by previous

testimony did Staff consider any other factors in setting rates?

13 A. Yes. Staffs recommended rates iNclude Staffs "normalization" of the billing determinants.

14

15

16

This normalization is intended to adjust rates to reHect the reduction in sales due to the

declining average usage-per-customer in the residential classes' across all three service areas.

To accomplish this, Staff adjusted the target revenue for the residential class in each service

17 area.

18

19

20

Penal Valley Service Area ("Pinal Valley")

Please summarize the monthly minimum portion of the Company's present rateQ.

21 design for Pinal Valley.

22 A. The present monthly minimum charges by meter size for all customer classes are as follows:

23 5/8 X 3/4im¢h, $16.00; 1~inch, $4000; 1 1/2-inch, $80.00; 2-inch, $128,008 3_'m¢h, $256.009

24 4-inch, $400.00; 6-inch, 8800.00; 8-inch, $1,280.00; and 10-inch $1,840.00 The current

25

26

private Ere service is $25.00 for all connection sizes. No gallons are included in the monthly

minimum charge.



|Rate Design Direct Testimony of Briton Baxter
Docket No. W-01445A-15-0277
Page 4

r

1 Q. Please summarize the commodity portion of the Company's present rate design for

2 Pinal VMey.

3 A.

4

5

6

7

8

9

10

11

12

The commodity rate for the 5/8 X 3/4~inch residential customers is $1.1879 per thousand

gallons for zero to 3,000 gallons, $21026 per thousand gallons for 3,001 to 10,000 gallons,

and $32590 per thousand gallons for any consumption over 10,000 gallons. The 1-inch and

larger residential, commercial, and construction classes' commodity break-over points vary by

meter size with a $2.1026 per thousand gallons Erst-tier commodity rate and a $32590 per

thousand gallons commodity rate for any consumption over the first-tier. The industrial

meters (up to 4-inches) have commodity break-over points that vary by meter size with a

$1.5500 per thousand gallons first-tier commodity rate and a $2.4800 per thousand gallons

commodity rate for any consumption over the Erst-tier. The present commodity rate for

sales for resale water and industrial meters 6-inches and larger is a Hat $1.5500 per thousand

13 ons.

14

15 Q. Please summarize the monthly minimmn charges portion of the Company's proposed

16 rate design for Pinal Valley.

17 A.

18 are as

19

20

21

The Company is proposing different monthly minimum charges by customer class and meter

size. The Company's proposed monthly minimum charges for residential customers

follows: 5/8 X 3/4-inch, $22.00; 3/4~inch, $33.00; 1-inch, $55.00; 1 1/2-inch, $110.00; 2-

inch, $176.00; 3-inch, $352.00; 4-inch, $550.00; 6-inch, $1,100.00; 8-inch, $1,760.00; and 10-

The Company's proposed monthly minimum charges for commercial,

22

inch $2,530.00.

construction and sales for resale customers are as follows: 5/8 X 3/4-inch, $25.00; 3/4-inch,

23

24

25

26

$37.50; 1-inch, $62.50; 1 1 /2-inch, $125.00; 2-inch, $200.00; 3-inch, $400.00; 4-inch, $625.00;

6-inch, $1,250.00; 8-inch, $2,000.00; and 10-inch $2,875.00 The Company's proposed

monthly minimum charges for industrial customers are as follows: 5/8 X 3/4-inch, $35.00;

3/4-inch, $52.50; 1-inch, 88750; 1 1/2-inch, $175.00; 2-inch, $280.00; 3-inch, $560.00; 4-inch,
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1 $875.00; 6-inch, $1,750.00; 8-inch, $z,800.00; and 10-inch $4,025.00.

2

3

The Company's

proposed private Exe service is $35.00 for all connection sizes. No gallons are included in the

monthly minimum charge.

4

5 Q. Please summarize the commodity portion of the Company's proposed rate design for

6 Pinal Valley.

7 A.

8

9

10 a

11 over

12

13

14

15

16 a

17 a

18

19

20

21

The Company proposes a four-tier inverted-block commodity rate for 5/8 X 3/4-inch

residential customers with a $15246 per thousand gallons lifeline first-tier (zero to 2,000

gallons) commodity rate, a $21891 per thousand gallons second-tier (2,001 to 7,000 gallons)

commodity rate, 352.8536 per thousand gallons third-tier (7,001 to 18,000 gallons)

commodity rate, and a 154.1827 per thousand gallons fourth-tier for any consumption

18,000 gallons. The Company also proposes a four-tier inverted-block commodity rate for

3/4-inch residential customers nth the same commodity rates per thousand gallons for each

tier but with break-over points at 4,000, 10,000, and 18,000 gallons respectively. The 1-inch

and larger residential, commercial and construction classes' commodity break-over points

vary by meter size using a three-tier inverted-block commodity rate vldth 152.1891 per

thousand gallons Erst-tier commodity rate, $28536 per thousand gallons second-tier

commodity rate, and a $41827 per thousand gallons for any consumption over the second-

tier. The Company proposes a flat commodity rate for 4-inch and smaller industrial meters

of $25000 and for 6-inch and larger meters of $17500 per thousand gallons. The Company

proposed a Her rate of 152.1891 for all sales for resale meter sizes.

22

23 Q. Please summarize the monthly minimum portion of Staffs recommended rate design

24 for Pinal Valley.

25 A. Staff is recommending different monthly minimum charges by customer class and by meter

26 size. Staffs recommended monthly minimum charges for residential customers are as

I
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I

1

2

3 Staffs recommended monthly minimum charges for commercial,

4

5

follows: 5/8 X 3/4-inch, $20.00; 3/4-inch, $30.00; 1-inch, $50.00; 1 1/2-inch, $100.00; 2-

inch, $160.00; 3-inch, $320.00; 4-inch, $500.00; 6-inch, $1,000.00; 8-inch, $1,600.00; and 10-

inch $2,300.00.

construction and sales for resale customers are as follows: 5/8 X 3/4-inch, $21.55; 3/4-inch,

$32.33; 1-inch, $53.88; 1 1/2-inch, $107.75; 2-inch, $172.40; 3-inch, $344.80; 4-inch, $538.75;

6

7

6-inch, $1,077.50; 8-inch, $1,724.00; and 10-inch $2,478.25 Staffs recommended monthly

minimum charges for industrial customers are as follows: 5/8 X 3/4-inch, $31.82; 3/4-inch,

8 $47.734 1-inch, 879.53 1 1/2-inch, $159.094 2-inch, 3254.558 3-inch, $509.09; 4-inch, $795,458

9

10

6-inch, $1,590.91; 8-inch, $2,545.45; and 10-inch $3,659.09 Staffs recommended private fire

service is $31.82 for all connection sizes. No gallons are included in the monthly minimum

11 charge.

12

13 Q. Please summarize the commodity portion of Staffs recommended rate design for

14 Pinal Valley.

15 A.

16

17

18

19

20

21

22

23 a

24

25

Staff recommends a four-tier inverted-block commodity rate for 5/8 x 3/4-inch and 3/4-inch

residential customers using the Company's proposed break-over points but with a $1.4350

per thousand gallons Erst-tier, a $1.9390 per thousand gallons second-tier, a $2.7223 per

thousand gallons third-tier, and a $39613 per thousand gallons fourth-tier commodity rate.

The 1-inch and larger residential, commercial, and construction classes' commodity break-

over points vary by meter size with a $1.9390 per thousand gallons first-tier, a $2.7223 per

thousand gallons second-tier, and a $3.9613 per thousand gallons commodity rate for any

consumption over the second-tier. Staff recommends a Hat commodity rate for industrial

meters 4-inches and smaller of $2.4500 and Hat commodity rate for industrial meters 6-

inches and larger of $1.7150. Staff also recommends a Hat rate for all meter sizes of the sales

for resale customer class of $1.9175 per thousand gallons.
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1 Q. What is the rate impact on a typical 5/8 x 3/4-inch meter Penal Valley residential

2 customer?

3 A.

4 o r

5

6

The Company's proposed rates would increase the typical 5/8 X 3/4-inch meter residential

bill with median usage of 5,700 gallons from $25.24 to $33.15 for an increase of $7.91

31.33 percent. Staffs recommended rates would increase the typical 5/8 X 3/4-inch meter

residential bill with median usage of 5,700 gallons from $25.24 to $30.04, for an increase of

7 $4.80 or 19.01 percent.

8

9 Q.

10

What is the Company's rate structure under present, Company's proposed and Staffs

recommended rates for Pinal Valley?

11 A.

12

13

14

15

16

Under present rates, approximately 40.36 percent of revenue is coming from the monthly

minimum and 59.64 percent is from the commodity charges. Under the Company's

proposed rates, approximately 44.50 percent of revenue is coming from monthly minimum

and 55.50 percent of revenue is from commodity charges. Under Staffs recommended rates,

approximately 43.40 percent is coming from monthly minimum and 56.60 percent is from

commodity charges.

17

18

19

White Tank Service Area ("White Tank")

Please summarize the monthly minimum portion of the Company's present rateQ.

20 design for White Tank

21 A. The present monthly minimum charges by meter size for all customer classes are as follows:

22

23

5/8 X 3/4-inch, $23.00; 1-inch, $57.50; 1 1/2_'m¢h, 8115.004 2-inch, $18400; 3-inch, $568.00;

4-inch, $575.00; 6-inch, $1,150.003 8-inch, $1,840.00; and 10-inch $2,645.00. The current

24

25

private Exe service is $25.00 for all connection sizes. No gallons are included in the monthly

minimum charge.

26
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1 Q. Please summarize the commodity portion of the Company's present rate design for

2 White Tank

3 A.

4

5

6

7

8

9

10

The commodity rate for the 5/8 X 3/4-inch residential customers is $18000 per thousand

gallons for zero to ,5,000 gallons, 553.0000 per thousand gallons for 5,001 to 15,000 gallons,

and $51664 per thousand gallons for any consumption over 15,000 gallons. The 1-inch and

larger residential, commercial, industrial (up to 4-inch meter size) and construction classes'

commodity break-over points vary by meter size with a 353.0000 per thousand gallons first-tier

commodity rate and a $51664 per thousand gallons commodity rate for any consumption

over the inst-tier. The present commodity rate for industrial meters 6-inch and larger and all

sales for resale water is a Hat rate of $30000 per thousand gallons.

11

12 Q. Please summarize the monthly minimum portion of the Company's proposed rate

13 design for White Tank

14 A.

15

The Company is proposing different monthly minimum charges by customer class and meter

size. The Company's proposed monthly minimum charges for residential customers are as

16 1 1/2-inch, $150.00; 2-

17

follows: 5/8 X 3/4-inch, 830.004 3/4_in¢h, 845008 1-inch, $75.00,-

inch, $24000; 3_in¢h, $480,008 4_inch, 8750.004 6-inch, $1,500.00; 8smch, 02,400.00; and 10-

18 inch $3,450.00. The Company's proposed monthly minimum charges for commercial and

19 industrial customers are as follows: 5/8 X 3/4-inch, $35.00; 3/4-inch, $52.50; 1-inch, 88750;

20

21

1 1/2-inch, $175.00; 2-inch, $280.00; 3~inch, $560.00; 4-inch, $875.00; 6-inch, $1,750.00; 8-

inch, $2,800.00; and 10-inch $4,025.00. The Company's proposed monthly minimum charges

22

23

for construction and sales for resale customers are as follows: 5/8 X 3/4-inch, $25.00; 3/4-

it1ch, $37,50; 1-inch, $62.50; 1 1 /2-inch, $125.00; 2-inch, $200.00; 3-inch, $400.00; 4-inch,

24

25

26

$625.00; 6-inch, $1,250.00; 8-inch, $2,000.00; and 10-inch $2,875.00 The Company's

proposed private Ere service is $35.00 for all connection sizes. No gallons are included in the

monthly minimum charge.
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1 Q. Please summarize the commodity portion of the Company's proposed rate design for

2 W'hite Tank.

3 A.

4

5

6

7 over

8

9

10

11
L

12

The Company proposes a four-tier inverted-block commodity rate for 5/8 X 3/4-inch

residential customers with a $22531 per thousand gallons lifeline first-tier (zero to 3,000

gallons) commodity rate, a $33065 per thousand gallons second-tier (3,001 to 10,000 gallons)

commodity rate, a 354.3599 per thousand gallons third-tier (10,001 to 30,000 gallons)

commodity rate, and a 356.4668 per thousand gallons fourth-tier for any consumption

30,000 gallons. The Company also proposes a four-tier inverted-block commodity rate for

3/4-inch residential customers vvdth the same commodity rates per thousand gallons for each

tier but with break-over points at 5,000, 15,000, and 30,000 gallons respectively. The 1-inch

and larger residential, commercial and construction classes' commodity break-over points

vary by meter size with a $33065 per thousand gallons Erst-tier commodity rate, a $43599

13 per thousand gallons second-tier rate and a $64668 per thousand gallons for any

14

15

16

consumption over the second-tier. The Company proposes a flat commodity rate for 4-inch

and smaller industrial meters of $45599 and for 6-inch and larger meters of 33.5000 per

thousand gallons. The Company proposed a Hat rate of $33065 for all sales for resale meter

17 sizes.

18

19 Q. Please summarize the monthly minimum portion of Staffs recommended rate design

20 for White Tank.

21 A. Staff is recommending different monthly minimum charges by customer class and by meter

22 size. Staffs recommended monthly minimum charges for residential customers are as

23 follows: 5/8 X 3/4-inch, $28.00; 3/4-inch, $42.00; 1-inch, $70.00; 1 1/2-inch, $140.00; 2-

24

25 Staffs recommended monthly minimum charges for commercial and

26

inch, $224.00; 3-inch, $448.00; 4-inch, $700.00; 6-inch, $1,400.00; 8-inch, 352,240.00; and 10-

inch $3,220.00.

indust1liaLI customers are as follows: 5/8 X 3/4-inch, $31.36; 3/4-inch, $47.04; 1-inch, $78.40;
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1

1

2

3

4

5

6

1 1/2-inch, $156.80; 2-inch, $250.88; 3-inch, $501.76; 4~inch, $784.00; 6-inch, $1,568.00; 8-

inch, $2,508.80; and 10-inch $3,606.40. Staffs recommended monthly minimum charges for

construction and sales for resale customers are as follows: 5/8 X 3/4-inch, $24.64; 3/4-inch,

$36.96; 1-inch, $61.60; 1 1/2-inch, 1$123.20; 2-inch, $197.12; 3-inch, $394.24; 4-inch, $616.00;

6-inch, $1,232.00; 8-inch, $1,971.20; and 10-inch $2,833.68 Staffs recommended private Ere

service is $31.36 for all connection sizes. No gallons are included M the monday minimum

7 charge.

8

9 Q. Please summarize the commodity portion of Staffs recommended rate design for

10 White Tank.

11 A.

12

13 a a

14

15

16

17

18

19

20

21

Staff recommends a four-tier inverted-block commodity rate for 5/8 X 3/4~inch and 3/4-inch

residential customers using the Company's proposed break-over points but with a $19150

per thousand gallons Brst-tier, $2.7700 per thousand gallons second-tier, $4.4090 per

thousand gallons third-tier, and $6.2400 per thousand gallons fourth-tier commodity rate.

The 1-inch and larger residential, commercial, and construction classes' commodity break-

over points vary by meter size with a $2.7700 per thousand gallons Erst-tier, a $4.4090 per

thousand gallons second-tier, and a $6.2400 per thousand gallons commodity rate for any

consumption over the second-tier. Staff recommends a flat commodity rate for industrial

meters 4-inches and smaller of $4.4090 and a flat commodity rate for industrial meters 6-

inches and larger of $3.5394. Staff also recommends a Hat rate for all meter sizes of the sales

for resale customer class of $2.7700 per thousand gallons.

22

23 Q. What is the rate impact on a typical 5/8 x 3/4-inch meter White Tank residential

24 customer?

25 A.

26

The Company's proposed rates would increase the typical 5/8 X 3/4-inch meter residential

bill with median usage of 7,681 gallons from $40.04 to $52.24 for an increase of $12.19 or

I I
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1

2

30.45 percent. Staffs recommended rates would increase the typical 5/8 X 3/4-inch meter

residential bill with median usage of 7,681 gallons from $40.04 to $46.71, for an increase of

3 $6.67 or 16.65 percent,

4

5 Q.

6

What is the Company's rate structure under present, Company's proposed and Staffs

recommended rates for White Tank?

7 A.

8

9

10

11

12

Under present rates, approximately 40.81 percent of revenue is coming from the monthly

minimum and 59.19 percent is from the commodity charges. Under the Company's

proposed rates, approximately 43.26 percent of revenue is coming from monthly minimum

and 56.74 percent of revenue is from commodity charges. Under Staffs recommended rates,

approximately 43.10 percent is coming from monthly minimum and 56.90 percent is from

commodity charges.

13

14

15

Ago Service Area <"Ai<>")

Q. Please summarize the Company's present rate design for Aj0.

16 A. The present monthly minimum charges by meter size for all customer classes are as follows:

17 5/8 X 3/4-inch, $25.00; 1-inch, $$62.50; 1 1/2-inch, $125.00; 2-inch, $200.00; 3-inch, $400.00;

18

19

20

4~inch, $625.00; 6-inch, $1,250.00; 8-inch, $2,000.00; and 10-inch $2,875.00. The current

private Ere service is $25.00 for all connection sizes. No gallons are included in the monthly

minimum charge.

21

22 Q. Please summarize the commodity portion of the Company's present rate design for

23

24 A.

25

26

Ago.

The commodity rate for the 5/8 X 3/4-inch residential customers is $33617 per thousand

gallons for zero to 3,000 gallons, $5.9502 per thousand gallons for 3,001 to 10,000 gallons,

and 159.2228 per thousand gallons for any consumption over 10,000 gallons. The 1-inch and
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3

1

2

3

4

5

larger residential, commercial, industrial (up to 4~inch meters) and construction classes'

commodity break-over points vary by meter size with a $5.9502 per thousand gallons f1rst-tier

commodity rate and a $92228 per thousand gallons commodity rate for any consumption

over the Erst-tier. The present commodity rate for sales for resale water and industrial meters

6-inches and larger is a Hat rate of 155.9502 per thousand gallons.

6

7 Q. Please summarize the monthly minimum portion of the Company's proposed rate

8 design for Ago.

9 A.

10

11

The Company is proposing different monthly minimum charges by customer class and meter

size. The Company's proposed residential monthly minimum charges by meter size are as

follows: 5/8 X 3/4-inch, $28.0(); 3/4-inch, $42.00; 1-inch, $70.00; 1 1/2-inch, $140.00; 2-

12

13

inch, $224.00 Much, $44800; 4~m¢h, 8700.008 6-inch, $1,400.00; 8-inch, $2,240.00 and 10-

inch $3,220.00. The Company's proposed monthly minimum charges for commerce,

14

15

16

construction, and sales for resale customers are as follows: 5/8 X 3/4-inch, $33.00; 3/4-inch,

$49.50; 1-inch, $82.50; 1 1/2-inch, $165.00; 2-inch, $264.00; 3-inch, $528.00; 4-inch, $825.00;

6-inch, $1,650.00; 8-inch, $2,640.00; and 10-inch 1$3,795.00.

17

The Company's proposed

monthly minimum charges for industrial customers are as follows: 5/8 X 3/4~inch, $35.00;

18 3/4-inch, $5z.509 1-inch, $87.50; 1 1/2-inch, 1s175.008 2-inch, 8280.008 3-inch, $560.00; 4-inch,

19 $875.00; 6-inch, $1,750.00; 8-inch, $2,800.00; 21lld 10-inch $4,025.00. The Co1:npany's

20

21

proposed private Ere service is $35.00 for all connection sizes. No gallons are included in the

monthly minimum charge.

22

23 Q- Please summarize the commodity portion of the Company's proposed rate design for

24

25 A.

26

Ago.

The Company proposes a four-tier inverted-block commodity rate for 5/8 X 3/4-inch

residential customers with a $4.4007 per thousand gallons lifeline first-tier (zero to 2,000
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1

2

3

4

5

6

7

8

9

10

11

12

gallons) commodity rate, a $63189 per thousand gallons second-tier (2,001 to 5,000 gallons)

commodity rate, a $8.2370 per thousand gal lons third-t ier (5,001 to 10,000 gal lons)

commodity rate, and a $12.0733 per thousand gallons fourth-tier for any consumption over

10,000 gallons. The Company also proposes a four-tier inverted-block commodity rate for

3/4-inch residential customers with the same commodity rates per thousand gallons for each

tier but with break-over points at 3,000, 7,000, and 11,000 gallons respectively. The 1-inch

and larger residential, commercial, and construction classes' commodity break-over points

vary by meter size with a $6.3189 per thousand gallons Erst-tier commodity rate, a $8.2370

per thousand gal lons second-t ier rate and a $12.0733 per thousand gal lons for any

consumption over the second-tier. The Company proposes a Hat commodity rate for 4-inch

and smaller industrial meters of $8.2370 and for 6-inch and larger meters of $2.2500 per

thousand gallons. The Company also proposed a flat rate of $6.3189 for all sales for resale

13 meter sizes.

14

15 Q. Please summarize the monthly minimum portion of Staffs recommended rate design

16 for Ago.

17 A.

18

19

20

21 inch $3,096.95

22

23

24

Staff is recommending different monthly minimum charges by customer class and by meter

size. Staffs recommended monthly minimum charges for residential customers are as

follows: 5/8 X 3/4-inch, $26.93; 3/4-inch, $40.40; 1-inch, $67.33;1 1/2-inch, $134.65; Z-

inch, $215.44; 3-inch, $430.88; 4-inch, $673.25; 6-inch, $1,346.50; 8-inch, $2,154.40; and 10-

Staf fs recommended monthly minimum charges for commercial ,

construction and sales for resale customers are as follows: 5/8 X 3/4~inch, $31.74; 3/4~inch,

$47.61; 1-inch, 3$79.35; 1 1/2-inch, 3$158.69; 2-inch, $253.91; 3-inch, $507.82; 4~inch, $793.47;

6-Meh, $1,586.95; 8-inch, $2,539.11; and 10-inch $3,649.98 Staffs recommended monthly

25 minimum charges for industrial customers are as follows: 5/8 X 3/4-inch, $33.66; 3/4-inch,

26 850.498 1-inch, 884.168 1 1/2-inch, $168.31; 2_'m¢h, $269.30; 3-inch, $538.60; 4-inch, $841.56§
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2

1

2

6-inch, $1,683.13; 8-inch, $2,693.00; and 10-inch $3,871.19 Staffs recommended private fire

service is $33.99 for all connection sizes. No gallons are included in the monthly minimum

3 charge.

4

5 Q. Please summarize the commodity portion of Staffs recommended rate design for Ago.

6 A.

7

8

9

10

11

12

13

14

15

16

Staff recommends a four-tier inverted-block commodity rate for 5/8 X 3/4-inch and 3/4-inch

residential customers using the Company's proposed break-over points but with a $41650

per thousand gallons Erst-tier, a $5.6650 per thousand gallons second-tier, a $75100 per

thousand gallons third-tier, and a $105930 per thousand gallons fourth-tier commodity rate.

The 1-inch and larger residential, commercial, and construction classes' commodity break-

over points vary by meter size with a $5.6650 per thousand gallons Best-tier, a 37.3100 per

thousand gallons second-tier, and a $105930 per thousand gallons commodity rate for any

consumption over the second-tier. Staff recommends a Hat commodity rate for MdusMal

meters 4-inches and smaller of $73100 and a flat commodity rate for industrial meters 6-

inches and larger of $1.9968. Staff also recommends a Hat rate for all meter sizes of the sales

for resale customer class of $5.6650 per thousand gallons.

17

18 Q. What is the rate impact on a typical 5/8 x 3/4-inchmeter Ago residential customer?

19 A.

20

21

22

The Company's proposed rates would increase the typical 5/8 X 3/4-inch meter residential

bill with median usage of 2,680 gallons from $34.01 to $41.10 for an increase of $7.09 or

20.84 percent. Staffs recommended rates would increase the typical 5/8 X 3/4-inch meter

residential bill with a median usage of 2,680 gallons from $34.01 to $39.11, for an increase of

23 $5.10 or 15.00 percent.

24
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1 Q.

2

What is the Company's rate structure under present, Conlpany's proposed and StamPs

recommended rates for Ago?

3 A.

4

5

6

7

8

Under present rates, approzdmately 48.90 percent of revenue is coming from the monthly

minimum and 51.10 percent is f rom the commodity charges. Under the Company's

proposed rates, approximately 46.44 percent of revenue is coming from monthly minimum

and 53.56 percent of revenue is from commodity charges. Under Staffs recommended rates,

approximately 48.21 percent is coming from monthly minimum and 51.79 percent is from

commodity charges.

9

10 ARSENIC COST RECOVERY MECHANISM

11 Q.

12

Is the Company currently collecting a surcharge for an Arsenic Cost Recovery

Mechanism ("AcRM"l?

13 A.

14

15

16

17

Yes. Decision No. 75412, dated January 19, 2016, authorized the Company to star collecting

step 1 of the ACRM for the arsenic treatment plant that was added in the Company's Valley

Farm system, part of the Penal Valley service area. 3 The step 1 surcharge that was approved

increased the typical 5/8 X 3/4-inch meter residential monthly minimum by $0.15 and added

$0.0160 to the commodity rate for each tier. The Decision was effective immediately.

18

19 Q. What treatment does Staff recommend for the ACRM surcharge approved in Decision

20 No. 75412?

21 A.

22

23

Staff recommends that the ACRM surcharge approved 'm Decision No. 75412, cease when

the rates in this proceeding become effective, because the arsenic treatment plant has been

included in rate base as a post-test year addition in this Docket.

24

I

3 Decision No. 75449, dated February 11, 2016, corrects nun pro tune, an error in an attached schedule in Decision No.
75412.
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I

1 OTHER CHARGES

2

3 Q.

4

Service Line and Meter Installation Charges

Did the Company propose any changes to the service line and meter installation

charges for the Western Group Systems?

5 A. Yes.

6

7 Q.

8

9 A.

Does Staff agree with the Company's proposed changes to the service line and meter

installation charges?

Yes, and Staff recommends approval.

10

11

Both the Company-proposed and the Staff-

recommended changes are shown on Schedule BAB-1 for each service area and are discussed

in greater detail in prior testimony Filled i n this Docketby Staff vsdtness,Mr. Frank Smaila.

12

13 Miscellaneous Service Charges

14 Q.

15

Did the Company propose any changes to the miscellaneous service charges for the

Western Group Service Areas?

16 A. No.

17

18 Q. Does Staff agree that no changes to the service charges is appropriate?

19 A. Yes. Staff agrees with the Company that no changes are necessary at this time.

20

21 Q. Does this conclude Staffs rate design direct testimony?

22 A. Yes, it does.



Present
Rates| ChaUs

Company
Proposed Rates

Staff
Recommended Rates

5/8 x 3/4" Meter
3/4" Meter

1" Meter
1Vz"Meter

2" Meter
3" Meter
4" Meter
6" Meter
8" Meter

10" Meter

A l l
Meters
$16.00

n / a
40.00
8000

128.00
256.00
400.00
800.00

1,280.00
1,84-0.00

25.00Private Fire Service (all connection see)

I• dl Rates

Commercial,
Construction
& Sales for

Resde IndustrialResidential IndustrialResidential

Commercial,
Construction
& Sales fox

Resale

$15.00
37.50
62.50

125.00
200.00
400.00
625.00

1,250.00
2,000.00
2,875.00

$35.00
52 .0
87.50

175.00
280.00
560.00
875.00

1,750.00
2,800.00
4,025.00

$2200
33.00
55.00

110.00
176.00
352.0
550.00

1,100.00
1,760.00
2,530.00

35.00

$21.55
32.33
53.88

107.75
17240
344.80
538.75

1,077.50
1,724.00
2,478.25

$31.82
47.73
79.55

159.09
254.55
509.09
795.45

1,590.91
2,545.45
3,659.09

$20.00
30.00
50.00

100.00
160.00
320.00
500.00

1,000.00
1,600.00
2,500.00

31.82

0

51.1879
21026
3.2590

5/8 x 3/4" Meter Residential
Gallons Included in Minimum

Excess of 1\/Enimum - per 1,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 10,000 Gallons
Over 10,000 Gallons
From 1 to 2,000 Gallons
From 2,001 to 7,000 Gallons
From 7,001 to 18,000 Gallons
Over 18,000 Gallons

0

$21026
3,2590

5/8 x 3/4" Meter _ Commercial
Gallons Included in Minimum

Excess of lvEninr» um - per 1,000 Gallons
From 1 to 10,000 Gallons
Over 10,000 Gallons
From 1 to 3,000 Gallons
From 2,001 to 15,000 Gallons

Over 15,000 Gallons

0

n/a
n/a
n/a

5/8 x 3/4" Meter - Construction
Gallons Included in Minimum

Evccss of Minimum »  per 1,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to 15,000 Gallons

Over 15,000 Gallons

0

$1.5500
24800

5/8 x 3/4' Meter - Industrial
Gallons Induced in Minimum

Excess of 1\/Enimum . per 1,000 Gallons
From 1 to 10,000 Gallons
Over 10,000 Gallons
All Gallons

n/a

n/a
n/a
n/1
n/I

3/4 - Residential
Gallons Included in Mininumx

Excess of Minimum - pet 1,000 Gallons

From 1 to 4,000 Gallons
From 4,001 to 10,000 Gallons
From 10,001 to 18,000 Gallons
Over 18,000 G2llo1'!s

0

n/a
n/a
n/a

3/4 _ Commercial & Construction
Gallons Induced in Minimum

Excess of Minimum _ per 1,000 Gallons
From 1 to 5,000 Gallons
From 5,001 to 20,000 Gallons
Over 20,000 Gallons

0

n/a

3/4" _ Industrial
Gallons Induced in Minimum

Excess of Mixninmum . per 1,000 Gallons

All Gallons

0

$15246
21891
28536
4.1827

0

$21891
28556
4.1827

0

$21891
28536
4.1827

0

$25000

0

$1.5246
21891
28536
4.1827

0

$21891
28536
4.1827

0

$25000

0

$14350
1.9390
2.72.23
3.9613

0

81.9390
27223
3_9613

0

$19390
27223
3.9613

0

$245w

0

$1.4350
1.9390
27223
3.9613

0

$19390
27225
3.9613

I

$245W

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
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Present
RexesCM nthlv Us Ch

Company

Proposed Rates

Staff
Recommended Rates

0

$21026
3,2590

1 . Residential
Gallons Included in Minimum

Excess of Minimum _per 1,000 Gallons
From 1 to 25,000 Gallons
Over 25,000 Gallons
From I to 5,000 Gallons
From 5,001 to 18,000 Gallons
Over 18,000 Gallons

0

$21026
3.2590

1" - Commmial
Gallons Included in Minimum

Excess of IVHnixnum - per 1,000 Gallons
From 1 to 25,000 Gallons
Over 25,000 Gallons
From 1 to 8,000 Gallons
From 8,001 ro 38,000 Gallons
Over 38,000 Gallons

0

$15500
24800

1 - lndusaial
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 25,000 Gallons
Over 25,000 Gallons

All Gallons

n/a

n/a
n/a
n/2

1 - Construction
Gallons Included fn Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 8,000 Gallons
From 8,001 ro 38,000 Gallons
Over 38,000 Gallons

0

$21026
3.2590

1%" - Residential
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 55,000 Gallons
Over 55,000 Gallons
From 1 to 10,000 Gallons
From 10,001 to 35,000 Gallons
Over 35,000 Gallons

0

$21026
3.2590

1V2" . Comrnercrial
Gallons Induced in Minimum

Excess of Minimum »  per 1,000 Gallons
From 1 to 55,000 Gallons
Over 55,000 Gallons
From 1 to 15,000 Gallons
From 15,001 to 75,000 Gallons
Over 75,000 Gallons

0

51.5500
24800

1'/z »  lndustxial
Gallons Included in Ministnum

Excess of Minimum - per 1,000 Gallons
From 1 to 55,000 Gallons
Over 55,000 Gallons
All Gallons

0
1'A - Construction
Gallons Included in Minimum

Excess of Minimum _ per 1,000 Gallons
From 1 to 15,000 Gallons
From 15,001 to 75,000 Gallons
Over 75,000 Gallons

0

$21026
3.2590

2" - Residential
Gallons Included in Minimum

Excess of Milnixnum _ per 1,000 Gallons
From 1 to 95,000 Gallons
Over 95,000 Gallons
From 1 to 16,000 Gallons
From 16,001 to 56,000 Gallons
Over 56,000 Gallons

0

$21891
28536
4.1827

0

$21899
2.8536
4.1827

0

$25000

0

$21899
2.8536
4.1827

0

$21891
28536
41827

0

$21891
28536
4.1827

0

$25000

0

$21891
2.8536
4.1827

0

$21891
2.8536
4.1827

0

81.9390
27223
3.9613

0

81.9390
27223
3.9613

0

$24500

0

819390
27223
3.9613

0

$19390
272.23
3.9613

0

SL9390
2.7223
3.9613

0

82.4500

0

$1.9390
n m
3.9613

0

$1.9390
2 7
3.9613

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A»l5-0277
Test Year December 31, 2014

Schedule BAB-1
Page 2 of 5

I RATE DESIGN CON'T I



Present
RatesCharMonrhlv Us

Company
Proposed Rates

Staff
Recommended Rates

0

$21026
3.2590

2 - Commercial & Construction
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 tO 95,000 Gallons
Over 95,000 Gallons
From 1 to 24,000 Gallons
From 24,001 to 120,000 Gallons
Over 120,000 Gallons

0

$1.5500
24800

Z . Industrial
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 95,000 Gallons
Over 95,000 Gallons
All Gallons

0

$21026
3.2590

3 - Residential
Gallons Included in Mhniarnum

Excess of Minimum - per 1,000 Gallons
From 1 to 195,000 Gallons
Over 195,000 Gallons
From 1 to 32,000 Gallons
From 32,001 to 112,000 Gallons
Over 112,000 Gallons

0

$21026
32590

3 »  Commcreial 8: Construction
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 195,000 Gallons
Over 195,000 Gallons
From 1 to 48,000 Gallons
From 48,001 tO 240,000 G2llo!1s
Over 240,000 Gallons

0

$1.5500
24800

3 - Industrial
Gallons Induced in Minimum

Excess of Minimu.m - per 1,000 Gallons
-From 1 to 195,000 Gallons
Over 195,000 Gallons
A].\ Gallons

0

$21026
3.2590

4" - Residential
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 315,000 Gallons
Over 315,000 Gallons
From 1 to 50,000 Gallons
From 50,001to 175,000 Gallons
Over 175,000 Gallons

0

$11026
3.2590

4" »  Commerdd & Consuuccion
Gallons Included in I\{i.ni.mu.m

Excess of l\4inimu.m - per 1,000 Gallons
From 1 to 315,000 Gallons
Over 315,000 Gallons
From 1 to 75,000 Gallons
From 75,001 to 375,000 Gallons
Over 375,000 Gallons

0

815500
2.4800

4 - Industrial
Gallons Included in Minimum

Excess of Minimum - pet 1,000 Gallons
From 1 to 315,000 Gallons
Over 315,000 Gallons
All Gallons

0

$21891
2.8536
4.1827

0

$25000

0

$21891
18536
4.1827

0

$21891
2,8536
4.1827

0

$25000

0

$21891
28536
4.1827

0

$21891
2.8536
4.1827

0

$25000

0

SL9390
27223
3.9613

0

$24500

0

51.9390
27223
3.9613

0

$1.9390
2.7223
3.9613

0

$24500

0

819390
27223
3.9613

0

319390
2.7223
3.9613

0

$24500

Arizona Water Company - Pined Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W.-1445A-15-0.77
Test Year December 31, 2014
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Present
RatesMonthly Usage Charge

Company
Proposed Rats

Staff
Recommended Rates

0

$21026
3.2590

6 -Residential
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 650,000 Gallons
Over 650,000 Gallons
From 1 to 100,000 Gallons
From 100,001 to 350,000 Gallons
Over 350,000 Gallons

0

$21026
3.2590

6 .. Commercial
Gallons Included in Minimum

Excess of - per 1,000 Gallons
From 1 to 650,000 Gallons
Over 650,000 Gallons
From 1 to 150,000 Gallons
From 150,001 to 750,000 Gallons
Over 750,000 Gallons

n/a

n/a
n/a
n/a

6 - COnstruction
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 tO 150,000 Gallons
From 150,001 to 750,000 Gallons
Over 750,000 Gallons

0
6" . Industrial
Gallons Included in Milnimuln

Excess of Minimum - per 1,000 Gallons
A11 Gallons 81.5500

0

$21026
3.2590

8" - Residential
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 1,000,000 Gallons
Over 1,000,000 Gallons
From 1 to 160,000 Gallons
From 160,001 to 560,000 Gallons
Over 560,000 Gallons

0

$21026
3.2590

8" - Commercial
Gallons Induced in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 1,000,000 Gallons
Over 1,000,000 Gallons
From 1 to 240,000 Gallons
From 240,001 to 1,200,000 Gallons
Over 1,200,000 Gallons

n/a
8" - Construction
Gallons Included in Minimum

Excess of Minimmn - per 1,000 Gallons
From 1 to 240,000 Gallons
From 240,001 to 1,200,000 Gallons
Over 1,200,000 Gallons

n/a
n/a
n/a

0

8" . Industrial -
Gallons Included in Minimum

Excess of Minimum . pet 1,000 Gallons
All Gallons 81.5500

0

$21026
3.2590

10" - Residential
Gallons Included in Iviinirnuxn

Excess of Minimum »  pa: 1,000 Gallons
From 1 to 1,475,000 Gallons
Over 1,475,000 Gallons
From 1 to 230,000 Gallons
From 230,001 to 805,000 Gallons
Over 805,000 Gallons

o

$21891
28536
4,1827

0

$21891
28536
4.1827

0

$21891
2.8536
4.1827

0

$1.7500

0

$21891
28536
4.1827

0

$21891
28536
4.1827

0

$21891
2.8536
4.1827

0

81.7500

0

$21891
28536
4.1827

0

$1.93%
2722
3.9613

0

$19390
27223
3.9613

0

$13390
27223
3.9613

0

$1.7150

0

$19390
27223
3.9613

0

$19390
2.7223
3,9613

0

$19390
27223
3.9613

0

$1.7150

0

$1.9390
2 7 m
39613

i
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Present
RatesMonthly Us Cha

Company
Proposed Rates

Sniff
Recommended Rates

0

$21026
3.2590

10" _Commercial
Gallons Included in Minimum

Excess of minimum - per 1,000 Gallons
From 1 to 1,475,000 Gallons
Over 1,475,000 Gallons
From 1 to 345,000 Gallons
From 345,001 to 1,725,000 Gallons
Over 1,725,000 Gallons

n/a
10" . Construction
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 345,000 Gallons
From 345,001 to 1,725,000 Gallons
Over 1,725,000 Gallons

n/a
n/a
n/a

0

$1.5500

10 - Industrial
Gallons Included in Minimum

Excess of Minimum _ per 1,000 Gallons
Per 1,000 Gallons

0
Sales for Resale . All Meters
Gallons Included in minimum

Excess of Minimum - per 1,000 Gallons
All Gallons ¥1.s5w

109.00
Coin Machine

Number of gallons

0

$7.1891
218536
4.1827

0

$21891
28536
4.1827

0

$1.7500

0

$21891

105.00

0

81.9390
2.7223
3.9613

0

819390
272.13
3.9613

0

$1.7150

0

$1.9175

105.00

Present
RatesService Line and Meter Installation Charges

Company
Proposed Rates

Staff
Recommended Rates

$445
n /a
495
n /a
830
830

$600
n /a
810
n /a

1,875
2,720

$155
n /a
315
n/a

1,045
1,890

Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Acmal Cost

Serine line
5/8" x 3/4" Meter
3/4" Meter
1" Meter
114" Meter
2" Turbine Meter
2" Compound Meter
3" Turbine Meter
3 Compound Meter
4" Turbine Meter
4" Compound Meter
6' Turbine Meter
6 Compound Meter
8 Turbine Meter
8 Compound Meter
10 Turbine Meter
10 Compound Meter

Service
» z

Line Meter Ch
Tod
ch

Service

Lines Meter Ch
Total
Char

Varies
Varies
Varies
Varies
Varies
Va.des

$565 Actual Cost
5 6 5  A n d  Co s t
629 Actual Cost
699 Actual Cost

1,054 Actual Cost
1,054 Actual Cost

Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost

$565 Actual Cost
565 Actual Cost
629 Actual Cost
699 Actual Cost

1,054 Actual Cost
1,054 Actual Cost

Varies
V i e s
Vaxfes
Varies
Varies
Varies

Actual Cost
Actual Cost
A n d  C o s t
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost

Service
4 1Line

Meter
Char

Total
Char

$3200

(H)
3200

(b)
35.00
25,00
25.00

(c)
<d>

Establishment
Guarantee Deposit
Reconnection for Delinquency
Re-establishment
After Hours Service Call out
Returned payment for flnsuffideut funds
Meter Re Read
Meter Test
Late Charge

$32.00

(=)
3200

(b)
35.00
25.00
25.00

(=)
<d) |

$3200

(2)
3200

(b)
35.00
25.00
25.00

(=>
(
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Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-1
Page 5 of 5

RATE  DE S IGN CON'T

Service Charges

I

1 Actual cost of service line if boring under roadway is required.
z Actual cost of service line if boring under, or cutting roadway/sidewalk is required.
3 After regular working hours, on Saturdays, Sundays or holidays.

(a) Residential - maximum: Two (2) times average customer class bill.
Non-Residential - Two and one» half (2 1/2) times that customers estimated maximum monthly ball.

('b) Eight (8) tines the Customer's monthly minimum charge, or payment of the minimums since disconnection, whichever is less.
(c) N o charge for the Fuss test; for the second test for the same customer within any twelve (12) month period, $25.00, or actual time and material whichever is

greater.
(d) 1.5 percent after 15 days.

I



TYPICAL BILL ANALYSIS

General Service 5/8 x 3/4-Inch Meter

Arizona Water Company - Penal Valley (Casa Grande, Coolidge, Stanfield)
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-2

Company Proposed Gallons

Present

Rates

Proposed
Rates

Dollar
Increase

Percent
Increase

Average Usage 7,781 $29.62 $38.22 $8.61 29.06%

Median Usage 5,700 $25.24 $33.15 $7.91 31.33%

Staff Recommended

Average Usage 7,781 $29.62 $34.69 $5.07 17.14%

Median Usage 5,700 $25.24 $30.04 $4.80 19.01%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons
Consumption

Present

Rates
$16.00
$17.19
$18.38
$19.56
$21.67
$23.77
$25.87
$27.97

$30.08
$32.18
$34.28
$37.54
$40.80

$44.06
$47.32
$50.58
$53.84
$57.09
$60.35
$63.61
$66.87
$83.17
$99.46

$115.76
$132.05
$148.35
$164.64
$246.12
$327.59

Company

Proposed %
Rates Increase

$22.00

$23.52
$25.05
$27.24

$29.43
$31.62

$33.81
$35.99
$38.85
$41.70
$44.56
$47.41

$50.26
$53.12

$55.97
$58.82
$61.68
$64.53
$67.38
$71.57

$75.75
$96.66

$117.58
$138.49
$159.40
$180.32
$201.23
$305.80
$410.37

. 37.56%
36.87%
36.32%
39.23%

35.82%
33.02%
30.67%
28,67%

29.16%
29.59%
29.97%
26.29%

23.19%
20.56%
18.28%
16.31%
14.57%
13.02%
11.65%
12.50° /o

13.28%
16.23%
18.21%
19.64%
20.71%
21.55%
22.22%
24.25%
25.27%

Staff
Recommended

Rates

$20.00
$21.44
$22.87

$24.81
$26.75

$28.69
$30.63
$32.57
$35.29
$38.01
$40.73

$43.45
$46.18
$48.90
$51.62
$54.34

$57.07
$59.79
$62.51

$66.47
$70.43
$90.24

$110.05
$129.85

$149.66
$169.47
$189.27
$288.30
$387.34

%
Increase

25.00%
24.71 %
24.46%

26.81%
23.45%
20.69%
18.38%
16.41%

17.32%
18.12%
18.81%
15.75%

13.18%
10.99%
9.09%
7.45%
6.00%
4.72%

3.57%
4.49%

5.33%
8.50%

10.64%
12. 18° /o

13.33%
14.24%
14.96%
17. 14° /o
18.24%

1,000
2,000

3,000
4,000

5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000

19,000
20,000
25,000
30,000
35,000
40,000
45,000

50,000
75,000

100,000



Present

RatesMonthly Us
Company

Proposed Rates

Staff

Recommended Rates

5/8 x 3/4" Meter
3/4" Men

II! Meter
PA" Mnef

2" Meter
3" Meter
41 Men
61 Meter
St Meter

10" Meter

All

M a n s

$23.00

n/a

57.50

115.00

184.00

368.00

575.00

1,150.00

1,840.00

7,645.00

25.00Private Fire Service (all connection sizes)

Commodity Rates

Construction

Ccnunncrdzl 8:Sale for

Residential & Industrial Resale

Cousuucvicn
Commexdzl Bl Sale for

Residential & Industrial Resale
$30.00

45.00

75.00

150.00

240.00

480.00

750.00

1,500.00

2,400.00

5,450.00

$75.00

57.50

62.50

125.00

200.00

400.00

625.00

1,250.00

1000.00

2,875.00

$55.00

5250

87.50

175.00

280.00

560.00

875.00

1750.00

2,800.00

4,0300

55.00

$28.00

42.00

70.00

140.00

224.00

448.00

700.00

1,400.00

2,240.00

3,220.00

$24.64

36.96

61.60

12.20

197.12

394.24

616.00

1,23200

1,97120

2,833.60

$31.36

47.04

7a.40

156.80

250.88

501.76

784.00

1,568.00

2,508.80

3,606.40

31.36

0

$1.B000

3.0000

5.1664

5/8 x 5/4" Metcz - Residential
Gallons Included in Minimum

Excess ot'Minimm:n . pp: 1,000 Gallons
From 1 ro 5,000 Gallons
From 5,001 to 15,000 Gallons
Over 15,000 G1Ilons
From 1 to 3,000 Glllons
From 3,001 to 10,000 Gallons
From 10,001 to 30,000 Gallons
Over 30,000 Gallons

0

s3.0000

5.1664

5/8 x 3/4" Meter . Commercial
Gallons Induced in Minimum

Excess of Minimum . per 1,000 Gallons
From 1 ro 10,000 Gallons
Over 10,000 Gallons
From 1 to 5,000 Gallons
From5,001 to 20,000 Gallons
Over 20,000 Gallons

n/a

n/a
n/a
I1/a

5/8 x 3/4" Meter - Consuudon
Gallons Indudeci in.Minimum

Excess of Minimum - pct 1,000 Gallons
From 1 to 5,000 Gallons
From 5,001 to 20,000 Gallons
Over 20,000 Gallons

0

83.0000

5.1664

5/8 x 3/4 lndusudnl
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 10,000 Gallons
Over 10,000 Gallons
All Gallons

n/a

n/a
n/2
n/a
n/a

3/4 - Residential
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 5,000 Gallons
From 5,001 to 15,000 Gallons
From 15,001 to 30,000 Gallons
Over 30,000 G411ons

n/a

n /1
xx/a
n/z

3/4 - Commercial & Consmmion
Gallons Included in Minimum

Excess of Mizuinmxm »  per 1,000 Gallons
From 1 to 8,000 Gallons
From 8001 to 25,000 Gallons
Ovtz 23,000 Gallons

n/a
3/4 - Indusuzizl

Gallons Included in Minimum
Excess of Minimum per 1,000 Gallons

All Gallons n/a

0

s3.0000

5.1664

1 . Residential
Gallons Included in Minnnunx

Excess of Minimum »  per 1,000 Gallons
From 1 to 25,000 Gallons
Over 25,000 Gallons
From 1 ro 8,000 Gallons
From 8,001 to 20,000 Gallons
Over 20,000 Gallons

0

$22531

3.3065

4.3599

6.4668

0

53.3065

4.3599

6.4668

0

$33065

4.3599

6.4668

0

54.3599

0

$21531

3.3065

4.3599

6.4668

0

$35065

43599

6.4668

0

543599

0

53.3065

4.3599

6.4668

0

SL9150

2.7700

4.4090

6.2400

0

$17700

44090

6.2400

0

$27700
4.4090
62400

0

54.4090

0

$19150

7.7700

4,4090

6.2400

0

$27700

4.4090

6,2400

0

$4.4090

0

$z7700

4.4090

6.2400

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December31, 2014

Schedule BAB-1

Page 1 of 5

RATE DESIGNI
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Present

RatesChaMo m My U

Company

Proposed Rates

Staff

Recommended Rexes

0

$s.0000

5.1664

1  -  Commerc ia l

GZHOHS Included in Minimum

Excess of Minimum - per 1,000 Gallons

From 1 to 20,000 Gallons

Ova: 20,000 Gallons

From 1 to 13,000 Gallons

From 13,001 to 35,000 Gallons

Over 35,000 Gallons

n/1

n/a
n/a
u/a

1 -Construction
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
Fwm I to 13,000 Gallons
From 13,001 m 35,000 Gallons
Over 35,000 Gallons

0

3s.0000

5.1664

1 - Indugmjal
Gallons Included in Miniumunn

Excess of Minimum . pp( 1,000 Gallons
From 1 to 20,000 Gallons
Over 20,000 Gallons
All Gallons

0

s3.0000

51664

1% - Residential _
Gallons Induced in Minimum

Excess of Minimmn per 1,000 Gallons
From 1 ro 50,000 Gallons

Over 50,000 Gallons

From 1 to 15,000 Gallons

From 15,001 to 35,000 Gallons

Over 35,000 Gallons

0

$s.0000

5.1664

11/_ . Commercial
Gallons Included in Minimum

Excess of Minimum . per 1,000 Gallons
From 1 to 45,000 Gallons
Ova: 45,000 Gallons
From 1 so 25,000 Gallons
From 25,001 to 50,000 Gallons
Over 50,000 Gallons

n/a

n/a
n/a
n/a

1 /z_ - Constxucdon _
Gallons Included in Minx rum

Excess of Minimunn - per 1,000 Gallon
From 1 to 25,000 Gallons
From 25,001 to 50,000 Gallons
Over 50,000 Gallons

0

$30000
5.1664

IV _ Indus ial
G2Hons Induced m Minimum

Excess of Minimum per 1,000 Gallons
From 1 to 45,000 Gallons
Over 45,000 Gallons
All Gallons

0

$30000
5.1664

2 . Residential
Gallons Included in Minimum

Excess of Minimum - pp: 1,000 Gallons
From 1 to 80,000 Gallons

Over 80,000 Gallons

From 1 to 24,000 Gallons

From 24,001 to 60,000 Gallons

Ova: 60,000 Gallons

0

s3.0000

5.1664

2 - Commexcial 8: Consuucdcm
Gallons Included 'm Miuinnum

Excess of Minimum . pa: 1,000 Gallons
From 1 to 75,000 Gallons
Over 75,000 Gallons
From 1 to 40,000 Gallons
From 40,001 to 75,000 Gallons
Over 75,000 Gallons

0

ss.0000

5.1664

2" lndus@d
Gallons Included in Minimal

Excess of Mimmmn »  per 1,000 Goons
From 1 ro 75,000 GaHons
Ovn 75,000 GaHom
All Gallons

0

53.3065

4.3599

6.4668

0

53.3065

4.3599

6.4668

0

84.3599

0

53.3065

4.5599

6.4668

0

53.3065

4.3599

6.4668

0

53.3065

4.3599

6.4668

0

$43599

0

53.3065

4.3599
6.4668

0

83.3065
4.3599

6.4668

0

$4.3599

0

0

$27700

4.4090

6.2400

$27700

4.4090

6.2400

0

54.4090

0

$27700

4.4090

6.2400

0

$27700

4.4090

6.2400

0

$27700

4.4090

6.2400

0

54.4090

0

$ 2 7 7 w

4.4090
6.2400

0

$27700

4.4090

6.2400

0

$4.4090

I

r

Arizona Wane: Company White Tank
Docket No. W-01445A-l5~-0277
Test Year December 31, 2014

Schedule BAB-1
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Present

RatesMonrhlv Use

Company

Proposed Rates
Staff

Recommended Rates

0

53.0000

5.1664

3" »  Residential _

Gallons Inc luded in Minimum

Excess of Minimum - per 1,000 Gallons

From 1 to 160,000 Gallous

Over 160,000 Gallons

From I to 48,000 Gallons

From 48,001 Lo 120,000 Gallons

Over 120,000 Gallons

3 - Crmuncrcizl BL Construction

Gallons Inc luded in Minimum 0

ss.o00o

5.1664

Excess of Mixxinnum - pa 1,000 Gallons

From I to 155,000 Glllous

Ova: 155,000 G-allons

From 1 to B0,000 Gallons

From 80,001 to 150,000 Gallons

Over 150,000 Gallons

0

53.0000

5.1664

3 - Industrial _  _
Gallons Included in Miuixmmn

Excess ofMinimum - per 1,000 Gallons
From 1 to 155,000 Gallons
Over 155,000 G'Allons
All Gallons

0

53.0000

5.1664

4 . Residential _

Gallons Included in I\4inmoux:n

Excess of Mixlimuxn - per 1,000 Gallons

From 1 to 250,000 Gallons

Over 250,000 Gallons

From 1 to 75,000 Gallons

From 75,001 to 200,000 Gallons

Over 200,000 Gallons

0

$30000
5.1664

4" - Conunnercizl 8: Construction
Gallons Included in Minimum

Excess of Minimum . per 1,000 Gallons
From 1 to 245,000 Gallons
Over 245,000 Gallons
From 1 to 125,000 Gallons
From 125,001 to 240,000 Gdlcus
Over 200,000 Gallons

0

53.0000

5.1664

4 - lndusaial
Gallons Induced in I\'1ininrxurn

Excess of Minimum - per 1,000 Gallons
From 1 to 245,000 Gallons
Ovcz 245,000 Gallons
All Gallons

0

S3.0000

5.1664

6 - Residential

Gallons Included in Minimum

Excess of Minimnurn - per 1,000 Gallons

From 1 to 500,000 Gallons

Over 500,000 Gallons

From l to 150,000 Gallons

From 150,001 tn 425,000 Gallons

Over 48,000 Gallons

0

ss.0oco

5.1664

6 .  Commerc ia l _

Gallons Inc luded in Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 500,000 Gallons

Ova 500,000 Gallons

From 1 to 250,000 Gallons

From 250,001 to 1,000,000 Gallons

Over 1,000,000 Gallons

n/2.

6 - Construct ion

Gallons Inc luded in Minimum

Excess of Minimum - per 1,000 Gallons

From 1 to 250,000 Gallons

From 250,001 to 1,000,000 Gallons

Ova.: 1,000,000 Gallons

n/a
n/a
n/1

0

6 - Industrial
Gallons Included in Minimum

Excess of Minimum . per 1,000 Gallons
All Gallons 53.0000

0

33.3065
4.3599

6,4668

0

53.3065

4,3599

6.4668

0

54.3599

0

83.3065

4.3599

6.4668

0

33.3065

43599

6.4668

0

54.3599

0

53.3065

4.3599

6.4668

0

83.3065

4.3599

6.4668

0

$33065
4.3599

6.4668

0

53.5000

0

$17700

4.4090

6.2400

0

$17700

4.4090

6.2400

0

54.4090

0

$17700

4.4090

6.2400

0

$z77w
4.4090
61400

0

54.4090

0

$ z7 7 w

4.4090

6.2400

0

$17700

4.4090

62400

0

$27700

4.4090

6.2400

0

53.5394

Arizona Water Company - While Tank
Docket No. W-01445A-15-0277
Test Year Dccanber 3!, 2014

Scl1cd\.ll¢ BAB-1

Page 3 of 5
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Present

RatesMonthlyUse Char
Company

Pr oscar Ratesu 1
Staff

Recommended Rates

0

85.0000

5.1664

8 - Residential
Gllllons Included in Minimum

Excess of Minimum - pa 1,000 Gallons
From 1 to 800,000 Gallons
Over 800,000 Gallons
From 1 to 240,000 Gallons
From 240,001 ro 800,000 Gallons
Ova 800,000 Gallons

0

83.0000

5.1664

8" . Commercial _
Gallons lncludcd m Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 800,000 Gallons
Over 800,000 Gallons
Fxoun 1 ro 400,000 Gallons
From 400,001 to 1,600,000 Gallons
Over 1,600,000 Gallons

n/z

n/a
n/a
n/a

8 - Constxudon
Gallons Includedm Minimum

Excess of Minimum - per 1,000 Gallons
From 1 to 400,000 Gallons
From 400,001 to 1,600,000 G¢I1ons
Ova: 1,600,000 Gallons

0

8" _ Industdzml
Gallons Included in Minimum

Excess of Minimum - pa: 1,000 Gallons
All Gallons ss.ooo0

0

53.0000

5.1664

10 Residential
Gallons Included in Minimum

Excess of Minimum - be: 1,000 Gallons
From 1 to 1,150,000 Gallons
Ova: 1,150,000 Gallons
From 1 to 345,000 Gallons
From 345,001 to 1,150,000 Gallons
Oven: 1,150,000 Gallons

0

53.0000

5.1664

10 - Commercial
Gallons Included in Mininnmnu

Excess of Minimum - per 1,000 Gallons
From 1 ro 1 150,000 Gallons
Over 1,150,000 Gallons
From 1 to 575,000 Gallons
From 575,001 to L300,000 Gallons
Ova: 1300,000 Gallons

n/I
10 »Construction
Gallons lndudcd in Minimum

Excess of Minimum . pct 1,000 Gallons
From 1 ro 575,000 GillOYLS
From 575,001 to L300,000 Gallons
Over 2,300,000 Gallons

n/a
n/a
n/a

0

10" - Industrial
Gallons Induced in Mininnmn

Excess of Minimum - per 1,000 Gallons
All Gallons 53.0000

0
Sales for Resale - All Meters
Gallons Included 'm Minimum

Excess of Minimum - per 1,000 Gallons
All Gallons $3.0000

0

53.3065

4.5599

6.4668

0

53.3065

4.3599

6.4668

0

53.3065

4.3599

6.4668

0

83.5000

0

53.3065

4.3599

6.4668

0

.$3.3065

4.3599

6.4668

0

83.3065

4.3599

6.4668

0

$35000

0

33.3065

0

8z7700

4.4090

6.2400

0

$27700

4.4090

6.2400

0

$ 2 w w

44090

6.2400

0

S3.5394

0

$277w
4.4w0
6.2400

0

$ 2 w w

4.4090

6.2400

0

W00000

0.0000

0.0000

0

83.5394

0

$1ww

Arizona Water Company - White Tank
Docket No. W-01445A-I5-0277
Test Year Deccxnbcr 31, 2014

Schedule BAB-1
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Present

RatesService Line and Meter Installation Char s

Company

P I used Rates1 1
S ur f

Recommended Rates

$445

n / a

495

xx/a

830

850

$600

n / a

810

n/ a

1,875

71720

$155
H/1
315
n/a

1,045
1,890

Actual Cost
Actual Cost
Actual Cost
Actual COS!
Actual Cost
Actual Cost
A curl Cost
Acid Cost
Actual Cost
A n d  Co n

Sedcc Line
5/8 x 3/4" Meta
3/4 Meter
1 Meter
1'4" Meter
2" Turbine Meter
2 Compound Meter
391 Turbine Meter
3" Compound Meter
4" Turbine Meter
4" Compound Meter
611 Turbine Meta
6" Compound Meter
8" Turbine Meter
8" Compound Meter
10" Turbine Meter
10" Compound Meter

Service

L i ne :

Me tz:

Charge Total Cha

Service
. 2

Meier
Cha Tom] Char

$565

565

629

699

1,054

1,054

Actual Cost Varies

ActualCos t Varies

Actual Cost Vuics

Actual Cost Vadcs

Actual Cost Varies

Actual Cost Vadcs
Actual Cost

Actual Cost

Actual Cost

Acme] Cost

Actual Cost

Actual Cost

Actual Cost

Actual Cost

Actual Cost

Actual Cost

$565

565

629

699

1,054

1,054

Actual Cost Varies

Ac tua l Co s t  Vdc s

Actual Cost Varies

Actual Cost Varies

Actual Cost Varies

Actual COST Varies

Actual COS(

Ac i d  C o s t

Actual C051

Actual Cost

Actual COS(

Actual Cost

Actual Cost

Actual COS!

Actual Cost

Actual COS(

Service
1

Line

Meter
Gauge

Total

Charge

11

Establishment
Guarantee Deposit
Reconnection for Delinquency
Rbesmblishment
Arm Hours Service can om'
Rctumed payment for insuiticimt funds
Meter Re-Read
Meter Test
Lame

$3200

(=)
37.00

<b>
35.00

25.00

25.00

(c)
(

$3200

<=)
32.00

(b)
35.00.

25.00

25.00

(c)
(d

$3200

(2)
3200

(b)
35.00

25.00

25.00

(c)
( I

Arizona Water Company _ White Tank
Docket No. W-01445A~l5-0277
Test Year Decmnber 31, 2014

Schedule BAB-1

Page 5 of 5

RATE DE$fGN CON'T

Service Charocs

1 Actual cost of service line ifbodng under roadways required
z Actual cost of service lim: if boring under, or Qming roadway/sid is required
5 After regular working hours, on Saturdays, Sundays or holidays.

(a) Residential - maximum: Two (2) times avenge customer doss bill. .

Non-Residential - maximum: Two and one-half (2 1/2) times that customers estimated maximum monthly Bil.

(b) Eight (gt times the Customer's monthly minimum =1===s== or payment of the since disconnection, whichever is less.

(c) No charge fur the first test; for the_sccond rest for the same customer within any twelve (12) month p=d<>d, $75.00, or actual time and material whichcvu is
graver.

(d) 1.5 patent after 15 days .

I

i



TYPICAL BILL ANALYSIS

General Service 5/8 x 3/4-Inch Meter

Arizona Water Company - White Tank
Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-2

Company Proposed Gallons
Present
Rates

Proposed

Rates
Dollar

Increase
Percent
Increase

Average Usage 11,733 $52.20 $67.46 $15.26 29.24%

Median Usage 7,681 $40.04 $52.24 $12.19 30.45%

Staff Recommended

Average Usage 11,733 $52.20 $60.78 $8.58 16.43%

Median Usage 7,681 $40.04 $46.71 $6.67 16.65%

Present & Proposed Rates (\Mahout Taxes)
General Service 5/8 x 3/4-kxch Meter

Gallons
Consumption

Present

Rates

$23.00

$24.80

$26.60

$28.40

$30.20

$32.00

$35.00

$38.00

$41.00

$44.00

$47.00

$50.00

$53.00

$56.00

$59.00

$62.00

$67. 17

$72.33

$77.50

$82.67

$87.83

$113.66

$139.50

$165.33

$191 . 16

$216.99

$242.82

$371.98

$501.14

Company
Proposed

Rates
$30.00
$32.25
$34.51
$36.76

$40.07
$43.37
$46.68
$49.99
$53.29
$56.60

$59.90
$64.26

$68.62
$72.98
$77.34
$81.70
$86.06
$90.42
$94.78
$99.14

$103.50
$125.30

$147.10
$179.44
$211.77

$244. 10
$276.44

$438. 11
$599.78

%
Increase

30.43%
30.05%
29.72%
29.43%
32.67%
35.54%
33.37%

31.54%
29.98%
28.63%
27.4-6%

28.53%

29.48%
30.33%
31.09%
31.78%
28.14%
25.01%
22.30%
19.93%
17.84%

10.24%
5.45%

8.53%
10.78%
12.49%
13.84%
17.78%
19.68%

%
Increase

21 .74%

20.63%
19.66%
18.82%
20.91 %
22.77%
20.16%
17.96%
16.09%

14.47%
13.05%
15.09%

16.89%
18.50%
19.95%
21 _26%
18.50%
16. 13%
14.07%
12.28%
10.69%

4.93%
1 .30%
4.35%

6.57%
8.26%

9.59%
13.48%
15.36%

1,000
z,000
3,000
4,000
5,000

6,000
7,000
8,000
9,000

10,000
11,000
12,000

13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000

35,000
40,000
45,000
50,000
75,000

100,000

Staff
Recommended

__ Rates

$28.00
$29.92
$31.83
$33.75
$36.52
$39.29
$42.06
$44.83
$47.60

$50.37
$53. 14
$57.54
$61.95
$66.36

$70.77
$75.18
$79.59
$84.00
$88.41
$92.82
$97.23

$119.27
$141.32
$172.52
$203.72
$234.92
$266.12
$422.12
$578.12

I
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Present

RatesChaMonthlv U n
Company

Pr used Rates

Staff

Recommended Rates

5/8 x 3/4'Meter
3/4 Meter

1" Men:
1'A Mainz

ZN Meter
51 Mex
4" Mere:
6" Meta
8"Meier

10"Meter

A11

Mnezs

$19.00

n / 1

6250

125.00

200.00

400.00

625.00

1,250.00

7,000.00

L875.00

25.00Private Fire Service (allcannccticm sizes)

ICombo Rares

Indusvacial

Cuamncrcizl,
Construction
& Sales for

ResaleRcsidmtizl Industrial

Cammercid,
Consuudon
8: Mes for

ReadeResidential

$ 3 3 .w

49.50

8150

165.00

264.00

528.00

825.00

1,650.00

1640.00

3,795.00

$35.00

52.50

87.50

175.00

280.00

560.00

875.00

1,750.00

4800.00

4,025.00

$:48.00

42.00

70.00

140.00

224.00

448.00

700.00

1,400.00

2,240.00

3,zz0.00

35.00

$33.66

50.49

84.16

16831

269.30

538.60

841.56

1,683.13

1693 .w

3,871.19

$31.74

47.61

79.35

158.69

153.91

507.82

793.47

1,586.95

1539.11

3,649.98

$26.93

40.40

67.33

134.65

215.44

430.88

67315

1,346.50

2,154.40

3,096.95

33.66

0

$13617

5.9502

9.2228

5/8 x 3/4 Meier - Residential
Gallons Included in Mmimum

Excess of Minixnuzn . per 1,000 Gallons
From 1 to 3,000 Gallons

From 3,001 to 10,000 Gallons

Over 10,000 Gallons

From 1 to 7,000 Gallons

From 1001 to 5,000 GalloNs

From 5,001 to 10,000 Gallons

Over 10,000 Gallons

0
5/8 x 3/4" Meter »  Commercial

Gallons Included in Minimum

55.9502

9.2228

Excess of Minimum . per 1,000 Gallons
From 1 to 10,000 Gallons

Over 10,000 Glllons

Fxcm 1 to 2,000 Gallons
From 2,001 to 18,000 Gallons

Over 18,000 Gallons

0

ss.9soz

9.2128

5/8 x 3/4" Meter »  Industrial
Gallons Included 'm Minimum

Excess of - per 1,000Gallons
From 1 to 10,000 Glllons
Ova: 10,000 Gallons
All Gallons

0

n/a
n/a
n/2

5/8 x 3/4" Men - Consuunion
Gallons Included in Minimum

Excess of Miuinuum Pu 1,000 Gallons
From 1 to 2,000 Gallons

From 2,001 to 18,000 Gallons

Ova: 18,000 G¢I\ons

0

n/a
n/2.
n/a
n/a

3/4 _ Residential

Gallons Inc luded m Minimum

Excess of Mminuum - per 1,000 GaHons

From 1 to 3,000 G:Hons

Fxonz 3,001 m7,000 Gallons

From 7,001 to 11,000 Glllons

Ova: 11,000 Gallons

0

n/a
n/a
n/a

3/4" _ Commcrdzl 8: Consuucdon
Gallons Included m Minfmmn

Excess of Minimmn - per 1,000 Gallons
From 1 to 3,000 Gallons
From 3,001 to20,000 Gallons
Over 20,000 Gallons

0

n/a

3/4 _-lnd\xsndz1 _ _
Gallons Included in Minimum

Excess of Mininrxum »  pp: 1,000 Gallons

All Gallons

0

$4.4007

6.3189

8 . 8 7 0

17.0733

0

$65189

8.2370

12.0733

0

$82370

0

56.3189

8.1570

12.0753

0

54.4007

6.3189

8 .270

120753

0

56.3189

8 1 7 0

110735

0

$82370

0

$41650

5.6650

7.3100

10.5930

0

55,6650

73190

10.5930

0

0

$75100

$5.6650

7.3100

10.5930

0

$4.1650

5.6650

7.3100

10.5930

0

$5.6650

7.5100

10.5930

0

57.3100

Arizona Water Company . Mo
DOCks\ No. W-01445A-150277
Test Year December31, 2014

Schedule BAB-1

Page 1 of 5
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Puses
RunsMonthlv Use Char

Ccnupany

oscar Rees. l l

Staff

Rccommaxded Rates

0

55.9502

9.2228

1 - Residential

Gallons Included m Mhuiuumm

Excess of Minimum - per 1,000 Gallons

From 1 to 15,000 Gallons

Over 15,000 Gallons

From 1 m 5,000 Gallons

Faun 5,001 to 13,000 Gallons

Ova 13,000 Gallons

0

$53502
9.2228

1 - Commerc ia l
Gallons Included m Minimum

Excess of Minimum - per 1,000 Gallons

From 1 to 15,000 Gallons

Over 15,000 Gallons

From 1 to 5,000 Gallons

From 5,001 ro 15,000 Gallons

Over 25,000 Gallons

0

$5.9502

9.2228

1 . lndwuhl
Goons Ind Md m Minimum

Excess of kBn um - pp: 1,000 Goons
From 1 to 15,000 Goons
Over 15,000 Geom
AH Geom

0

n/z
n/a
n/a

1" . Cc ns txudon
Gallons Included m Miniuuumn

Fxccss of Minimum _ per 1,000 G411ons

Fxoml to 5,000 G111ons

From 5,001 to 25,000 Gallons

Over25,000 Gallons

0

$53502
9.2228

11/1 - Residential
Gallons Included in Minimum

Excess of Mininuuxn . per 1,000 Gallons

From 1 to 30,000 Gallons

Over 30,000 Gallons

Fxcan 1 to 10,000 Gallons

From 10,001 xo 25,000 Gallons

Over 25,000 Gallons

0

ss9502
9.2228

1'4" -2<@»==d=1 _ _
Gallons lndudcd in Minimum

Excess of Misuinnum . per 1,000 Gallons

From 1 to 50,000 Gallons

Over 30,000 Gallons

From 1 to 10,000 Gallons

From 10,001 to 40,000 Gallons

Over40,000 Gallons

0

85.9502

9.2228

1'/z - Indusndzl
Gallons Included in Minimum

Excess ofMininuum . per 1,000 Gallons
From 1 to 30,000 Gallons
Ova: 30,000 Glllous
All Gallons

0

n/1
n/a
n/a

IV .  Cons uuc xion

Gallons Included in Mininnnmn

Excess of Minimum _ pa: 1,000 Gallons

From 1 to 10,000 Gallons
From 10,001 to 40,000 Gallons

Over 40,000 Gallons

0

8s.9502

9.22.28

2 Residential
Gallons Included m Mixuimunx

Excess of Minimum - per 1,000 Gallons

From 1 to 50,000 Gallons

Over 50,000 Gallons

From 1 to 16,000 Gallons

From 16,001 to 40,000 Gallons

Over 40,000 Gallons

0

56.3189

8.2570

120733

0

$65189
8.870

12.0733

0

$8370

0

86.3189

8.2570

120735

0

$63189

8.2370

12.0733

0

$65189
81570

120733

0

$83570

0

56.3189

8.2370
12.0733

0

$6.3189

8.1370

12.0733

0

55.6650

7.3100

10.5950

0

55.6650

7.3100

10.5930

0

57.3100

0

55.6650

7.5100

10.5930

0

85.6650

7.3100

10.5930

0

55.6650

7.3100

10.5950

0

$73100

0

55.6650

7.3100

10.5930

0

85.6650

7.3100

10.5930

Arizona Water Company - Air
Docket No. W-01445A-I5-0277
Test Year December 31, 2014

Schedule BAB-1
Page 2 of 5
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Present

RatesMomhlv Use Char

Company

Proposed Rates

Staff

Rnconunmdcd Rates

0

55.9502

9.2228

2' - Ccrnmcrcizl & Consuudon
Gelluns Included in Minimum

Excess of Mfniznunx - per 1,000 Gallons
From 1 to 50,000 Gallons
Over 50,000 Gallons
Fran 1 to 16,000 Gallons
From 16,001 to 60,000 Gallons
Over 60,000 Gallons

0

55.9502

9.22.28

2 - Industrial _ _
Gallons Induced in Minimum

Excess of M`mxmum - Pu 1,000 Goons
From 1 to 100,000 Gallons
Over 100,000 G¢llons
A11 Gallons

0

$5.9502

9.2228

3_ Reside@_ _ _
Gallons Included m Minimum

Excess of Minxum »  per 1,000 &Hons
From 1 to 100,000 Geom
Ova: 100,000 om
From 1 to 52,000 Goons
From 3LWI to 80,000 Gallons
Over 80,000 Geom

0

85.9502

9.2228

3" - Commercial & Construction
Gallons lncludcd in Mininumn

Excess of Minimum . per 1,000 Gallons
From 1 to 100,000 Gallons
Over 100,000 Gallons
From 1 to 32,000 Gallons
From 32,001 to 120,000 Gallons
Over 120,000 GaHons

0

55.9502

9.2228

3 . Indusndzl
Gallons Included in Minimum

Excess of Minimum _ pet 1,000 Gallons
From 1 to 50,000 Gallons
Ova: 50,000 Gallons
All Gallons

0

55.9502

9.2228

4 _ Residential
Gallons Included in Minimum

Excess of Miluilnum . per 1,000 Gallons

From 1 ro 150,000 Gallons

Over 150,000 Gallons

From 1 xo 50,000 Gallons

From 50,001 to 1Z5,000 Gallons

Over 125,000 Gallons

0

55.9502

9.2228

4" _ Commercial do Construction

Gallons Induced in Minimum

Excess of Minimum - per 1,000 Gallons

From 1 to 150,000 Gallons

Ova 150,000 Gallons

From 1 to 50,000 Gallons

From 50,001 KO 185,000 Gallons

Over 185,000 Gallons

0

35.9502

9.2228

4_ - Industrial _ _  _ _
Gallons Included m Minimum

Excess of Minimum . per 1,000 Gallons
From l to 150,000 Gallons
Ova 150,000 Gallons
All Gallons

0

$5.9502

9.2228

6 - ResMentM
Gallons Included m Mhlhlumn

Excess of Minimum - per 1,000 Goons
From 1 to 330,000 Goons
Over 330,000 Gallons
From 1 ro 100,000 Gallons
From 100,001 to 30,000 Gallons
Over 250,000 Gallons

0

543189

8.2370

12.0733

0

$81370

0

S6.31B9

82370

17.0733

0

$65189

8.2370

17.0733

0

$82370

0

$63189

8.2370

17.0733

0

56.3189

8.370
12.0733

0

$8.870

0

86.3189

82370

110733

0

85.6650

7.3100

105930

0

0

57.3100

$5.6650

73100

10.5930

0

$5.6650

7.3100

10.5930

0

57.3100

0

$16650

7.3100

10.5930

0

55.6650

7.3100

10.5930

0

0

37.3100

55.6650

7.3100

105950

Arizona Water Company . Air
DOCkCl No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-1

Page 3 of 5
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Present

RatesMonthly Us Chez

Company
used RIMSu »

Staff

Recommended Rates

0

35.9502

9.2228

6 - Commercial
Gallons Included in Minsxnum

Excess of Minimum . Pei 1,000 Gallons
From 1 to 330,000 Gallons
Over 330,000 Gallons
From 1 to 100,000 Gallons
From 100,001 ro 300,000 Glllons
Ova: 300,000 Gallons

0
6 _ Industrial
Gallons Included in Minimum

Excess of ll/liluimum - per 1,000 Gallons

All Gallons $5.9502

0

H/a
n/1
n/a

6 - Comuucdon
&Hons An ded M Mfnmm

Excess of hy mn . Pu 1,000 Goons
Fxcm 1 to 100,000 Goons
From 100,001 xo 500,000 om
Over 300,000 GMQM

0

$5.9502

9.2228

8" - Readen@ _
Gallons Induced m Minimum

Excess of Mimmuxn - per 1,000 Gallons
From 1 to 525,000 Gallons
Over 525,000 Gallons
From 1 to 160,000 Gallons
From 160,001 to 400,000 Gallons
Ova 400,000 Gallons

0

$5.9502

9.2228

8 - Colnmexkl _ . _ _
G1Dom Indudcd Mi luiuulm

Excess ofMixlimum - per 1,000 GaDons

From 1 no 525,000 Gallons

Over 525,000 &Hom

From 1 to 160,000 Goons

From 160,001 to 500,000 Gallons

Ova: 500,000 Glllons

0

8 _ Indusial
Gallons Included in Minimum

Excess of Minimum - per 1,000 Gallons
All Gallons 55.9502

0

n/z
n /1
n/a

8" - Construction

Gallons Included in Mirn:num

Excess of Minimum - pp: 1,000 Gallons

From 1 to 160,000 Colons

From 160,001 to 500,000 Gallons

Over 500,000 Gallons

0

55.9502

92228

10 - Residential

Gallons Included in Miznixnum

Excess of Minimum - per 1,000 Gallons

From 1 to 775,000 Gallons

Ova 775,000 Gallons

From 1 to 150,000 Gallons

From 230,001 to 575,000 Gallons

Over 575,000 Gallons

0

$5.9502

9.2228

10 - Commercial
Gallons Included in Mfninumn

Excess of Minimum - per 1,000 Gallons
Fxcml to 775,000 Gallons
Ova: 775,000 Gallous
From 1 to 230,000 Gfallons
From 260,001 ro 750,000 Gallons
Over 750,000 Gallons

0

10 _ Industdzl
Gallons Included in Minimum

Excess of Minimum- per 1,000 Gallons
All Gallons $53502

0

$6.3189

8.2570

120733

I

$2.2500

0

$6.3189
8.870

120733

0

$63189

8.2370

120733

0

$63189

8.2370

12.0733

0

$22500

0

$63189
82370

12.0733

0

$63189

8.2370

120733

0

56.5189
8370

120733

0

$22500

0

55.6650

7.3100

1005930

o

51.9968

0

55.6650

57.3100

10.5930

0

$5.6650

7.3100

10.5930

0

856650

7.3100

10.5930

0

$1 .9968

0

55.6650

7.3100

10.5930

0

85.6650

7.3100

10.5930

0

35.6650

7.3100

10.5930

0

$1 .9968

4

Arizona Water Company - Ago
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Charge

Present

RatesMonthly Us

Company

Proposed Rates
Staff

Recommended Rates

0
10" - Constxucdou

Gallons  Induced in Minimum

Excess of Minimum - pp: 1,000 Gallons

From 1 to 230,000 Gallons

From 230,001 to 750,000 Gallons

Over 750,000 Gallons

n/a
n/1
n/a

0
.Sales for Resale - All Meters

Gallons Inc luded in Minimum

Excess of Mfnfmnuxn . pa: 1,000 Gallons

All Gallons 55.9502

0

$6.3189

8 . 8 7 0

12.0733

0

56.3189

o

85.6650

7.3100

10.5930

0

55,6650

s

Pggsgnt

RatesService Line and Meter Installation
Company

Proposed Rates
S u b

Recommended Rates

$445
n /1
495
n/a
830
830

soon
n/a
810
n/2

1,875
2,720

S155
n/a
315
n/a

1,045
1,890

Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cost
Actual Cos!
Actual Cost
Actual COS!
Actual Cost

Sdce Line
5/8 x 3/4" Meter
3/4" Meter
1" Meter
1% Meter
211 Turbine Meter
2" Compound Meter
3 Turbine Meter
3" Compound Meter
4 Turbine Meter
4 Compound Meter
6 Turbine Meter
6" Compound Meter
8 Turbine Meter
8 Compound Meter
10" Turbine Meter
10" Compound Meter

Service

Lines Male: Ch
To m!

Charge

Service
. 2

L mc Meter Char
Total

Chu
Varies

Vzdcs

Vanes

Varies

Varies

Varies

$565 Acme Cos t

565 Actual Cost

629 Actual Cost

699 Actual Cost

1,054 Actual Cost
1,054 Acme Cos t

Actual C081
Actual Cost
Actual Cost
Am: Cost
Annul Cost
Actual Cost
As-nl Cast
Actual Cost
ActualCost
Actual Cosl

Vadés

Vadcs

Vui e s

Varies

Vaxics

Varies

$565 Anual Cost
565 Actual Cost
629 Acme Cost

699 Actual Cos!
1,054 Acme Cost

1,054 Anna Cost
Actual Cost
Actual Cost
Actual Cost
Actual CDS(
Actual Cost
Actual Cos:
Acne Cos:

Actual Cost
Acnxal Cost
Actuzl Cost

Service
Line!

Men:
Cha:

Total
Char

Establishment
GuaranteeDeposit
Rcconnecticm for Delinquency
Re-establishment
After Hours Service Call out'
Returned payment for iusuffident funds
Mere: Re-Read
Meter Test
Late C

$32.00

(=)
3200

(b)
35.00

25.00

25.00

(=)
( d

$3100

(=)
32.00

(b)
35.00

25.00

25.00

(c)
(d |

$32.00

(=)
37.00

(b)
55.00

25.00

25.00

(c)
(

Arizona Water Company - Air
Dnckex No. W-01445A-15-0277
Test Year Decnnber 31, 2014

Schedule BAB-I
Page 5 of 5

RATE 1iEs1(;n CON'T

Service Chzxnes

I

1 Actual cost of service line ifbozing under roadway is required

2 Actual cost of service line ifboring under, or cutting roadway/sidewalk is zequixed.

s After regular wcnlsing hours, on Saturdays, Sundays or holidays.
(1) Residential - maximum: Two (2) Mmes avenge customer doss bill.

Non-Residential maximum: Two and behalf (2 1/2) times that customers estimated maximum monthly bull.
(b) Eight (8) times the Custards monthly miniunxzn charge, or payment of the minimums since diseonnectiox; whichever is less.
(c) No change for the Et test; for the second test for the same customer any twelve (12) month period., $15.00, at actual time and matedal whichever is

greater.
(d) 1.5 patent after 15 days.

1



TYPICAL BILL ANALYSIS
General Service 5/8 X 3/4-Inch Meter

Arizona Water Company - Ago

Docket No. W-01445A-15-0277
Test Year December 31, 2014

Schedule BAB-2

Company Proposed Gallons
Present
Rates

Proposed

Rates
Dolls.:

Increase
Percent
Increase

Average Usage 3,991 $40.98 $49.38 $8.40 20.50%

Median Usage 2,680 $34.01 $41.10 $7.09 20.84%

Staff Recommended

Average Usage 3,991 $40.98 $46.54 $5.56 13.56%

Median Usage 2,680 $34.01 $39.11 $5.10 15.00%

Present & Proposed Rates (Without Taxes)
General Service 5/8 x 3/4-Inch Meter

Gallons
Consumption

Present

Rates
%

Increase

1,000
2,000
3,000
4,000
5,000
6,000
7,000
8,000
9,000

10,000
11,000
12,000
13,000
14,000
15,000
16,000
17,000
18,000
19,000
20,000
25,000
30,000
35,000
40,000
45,000
50,000
75,000

100,000

$25.00
$28.36

$31.72
$35.09
$41.04

$46.99
$52.94
$58.89
$64.84

$70.79
$76.74

$85.96
$95.18

$104.40

$113.63
$122.85
$132.07
$141.30
$150.52
$159.74

$168.96
$215.08
$261.19

$307.31
$353.42

$399.53
$445.65
$676.22
$906.79

Company
Proposed

Rates

$28.00
$32.40
$36.80
$43.12
$49.44
$55.76
$64.00
$72.23

$80.47
$88.71
$96.94

$109.02
$121.09

$133.16
$145.24
$157.31
$169.38

$181.46
$193.53
$205.60
$217.68
$278.04

$338.41
$398.78
$459.14
$519.51

$579.88
$881.71

$1,183.54

%
Increase

12.00%

14.24%
16.01%
22.90%

20.48%
18.6790
20.89%
22.66%
24.11%

25.32%

26.33%
26.82%
27.22%
27.54%
27.82%

28.05%
28.25°/o
28.42%
28.57%
28.71%
28.83%
29.27%
29.56%
29.76%
29.91%
30.03%
30.12%
30.39%
30.52%

Staff
Recommended

Rates

$26.93
$31.10
$35.26
$40.93
$46.59
$52.26

$59.57
$66.88
$74.19

$81.50
$88.81

$99.40
$109.99
$120.58
$131.18
$141.77

$152.36
$162.96

$173.55
$184.14
$194.74
$247.70

$300.67
$353.63
$406.60

$459.56
$512.53
$777.35

$1,042.18

7.72%

»  9.64%
11.15%

16.64%
13.54%
11.22%

12.52%
13.57%
14.42%

15.13%
15.73%
15.63%
15.56%

15.50%
15.44%
15.40%
15.36%
15.33%
15.30° /o
15.27%
15.25%

15.17%
15.11%
15.07%
15.05%

15.02%
15.01%
14.96%
14.93%
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1 INTRODUCTION

2 Q. Please state your name,place of employment and job title.

3 A.

4

5

My name is Frank M. Snails. My place of employment is the Arizona Corporation

Commission ("Commission"), Utilities Division, 1200 West W/ashington Street, Phoenix,

Arizona85007. My job title is Water/Wastewater Engineer.

6

7 Q. How long have you been employed by the Commission?

8 A. I have been employed by the Commission since January 2015.

9

10 Q. Please list your duties and responsibilities.

11 A.

12

13

14

As a Water/Wastewater Engineer, specializing in water and wastewater engineering, I inspect

and evaluate water and wastewater systems; obtain data, prepare reports; suggest corrective

action, provide technical recommendations on water and wastewater system deficiencies; and

provide written and oral testimony on rate and other cases before the Commission.

15

16 Q. How many cases have you analyzed for the Utilities Division?

17 A. I have dialyzed 9 cases to date covering various responsibilities for the Utilities Division plus

18 over a dozen mainline extension agreements.

19

20 Q. What is your educational background?

21 A.

22

I have a Bachelor of Science degree in Civil Engineering from the University of Pittsburgh at

Johnstown and a Master of Science degree from Pennsylvania State University with a

23 concentration in Mineral Processing.

24

3
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1 Q.

2 A.

3

4

5

6

7

8

9

10

11

12

13

14

Briefly describe your pertinent work experience.

Prior to my employment with the Commission, I was an environmental engineering specialist

with the Arizona Department of Environmental Quality ("ADEQ") for nine years. My

responsibilities with ADEQ included review of projects for the construction of water

facilities. Prior to that, worked in the Federal Projects Section at ADEQ where I reviewed

and developed engineering plans and specifications for proposed remediation of hazardous

substances at Federal and State Superfund sites, and the Deparmrent of Defense sites. Prior

to Thai; I worked as a project manager with the Arizona Department of Administration

("ADOA") providing administration management of Inmate Consmlction Program ("ICE").

Prior to that, I worked as a project manager at an environmental consulting Exit, Brown and

Caldwell, where I provided management of soil remediation and water supply rehabilitation

projects. Prior to that, I worked as the chief engineer at the Pinto Valley Copper Mine,

Magma Copper Company and later Broken. Hi l ls Proprietary, where I  managed the

Company's engineering department

15

16 PURPOSE OF TESTIMONY

17 Q.

18

19

Were you assigned to provide the Utilities Division Staffs ("StafP') engineering

analysis and recommendations for this Arizona Water Company ("AWC" or

"Company") rate case proceeding?

20 A.

21

Yes. I reviewed the Company's application and responses to data requests, and I visited

ARC Western Group water systems. This testimony and its attachment present Staffs

22 engineering evaluation.

23

\
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1 ENGINEERING REPORT

2 Q. Please describe the attached Engineering Report, Exhibit FMS.

3 A.

4 a

5

6

7

8

Exhibit FMS presents ARC water systems' details and Staffs analysis and Endings, and is

attached to this direct testimony. Exhibit FMS contains the following major topics: (1)

description and analysis of each water system, (2) water use, (3) growth, (4) compliance with

the rules of the ADEQ and Arizona Department of Water Resources ("ADWR"), (5)

depreciation rates (6) post test-year plant installations, (7) off-site facilities fees and (8) Staffs

conclusions and recommendations.

9

10 Q. Please summarize Staffs engineering conclusions and recommendations.

11 A. Such a summary is provided at the front of Exhibit FMS.

12

13 Q. Does this conclude your direct testimony?

14 A. Yes, it does.



EXHIBIT FMS

Engineering Report For
Arizona Water Company (Western Group)
Docket No. W-01445A-15-0277 (RATES)
By:  Frank M.  Snai ls
Utilities Engineer
February 1, 2016

SUMMARY

CONCLUSIONS

1. The Arizona Department of Environmental Quality ("ADEQ") or its formally delegated
agent, the Maricopa County Environmental Services Department ("MCESD"), has reported
that all six Arizona Water Company ("ARC" or "Company") Western Group water systems
have no deficiencies and these systems are currently delivering water that meets water quality
standards required by Arizona Administrative Code, Title 18, and Chapter 4.

Based on mc Company's water use data sheets for the test year in the rate application and
responses to data requests, all six ARC Western Group water systems have a water loss
within acceptable lilnnit of 10 percent.

3. Based on the Company's water use data sheets for the test year in the rate application, all
ARC Western Group water systems have adequate production and storage capacities to
serve their respective present customer base and a reasonable level of growth.

4. Coolidge Airport water system, Public Water System Number 11-707, is classified as a non-
transient non-community water system and therefore is not regulated by .Arizona
Department of Water Resources ("ADWR.").

5. The ADWR has determined that all five of the Company's ADWR regulated water systems
are in compliance with ADWR requirements governing community water systems.

6. According to the Arizona Corporation Commission ("ACC" or "Commission") Utilities
Division compliance database, the Company has no delinquent Commission compliance
items.

7. The Company has nine approved Best Management Practices Tariffs.

8. Staff concludes that the Post-Test Year Installations ("PTY") capital improvement project
costs, totaling $7,219,391 were in-service and used and useful to the water systems provision
of service at the time of Staffs inspections.

9. The Company has approved curtailment plan and a backflow prevention tariffs.

2.

J

2



10. Staff concludes that Nitrate Removal Facilities are necessary for four Wells in the Penal
Valley water system, WellNos. 7, 27,32 8: 33.

11. Staff concludes that Arsenic Removal Facilities are necessary for the Penal Valley water
system Valley Farms facility, Well Nos. 34 & 13 and Point of Use devices at the Coolidge
Airport.

RECOMMENDATIONS

1. Staff recommends that the Company's reported annual water testing expense of $114,082
(which excludes the ADEQ Monitoring Assistance Program ("MAP") expense of $8,144) be
accepted for this proceeding, as presented in Table B.

2. Staff recommends the adoption of the previously approved depreciation rates developed by
the Company, as presented in Table C.

3. Staff recommends the acceptance of the Comparly's requested service line and meter
installation charges, as delineated in Table D.

4. Staff recommends that the Company requested System Improvement Benefits Mechanism
("SIB") not be approved at this time due to the lack of project prioritization and cost
schedule, the inability of the Company to complete proposed projects within a reasonable
timeframe and water loss being less than 10 percent for all water systems.

Staff recoinrnends adoption of the White Tank 2015 CAP Use Plan and Off-site Facilities
Fee Tariff for the Central Arizona Project ("CAP") water allocation to White Tank water
system as discussed in Section VII and shown in the attached Exhibit A of this report.

Staff further recommends that the Company File with Docket Control, as a compliance item
in this docket, an off-site facilities fee status report each January 31" for the prior twelve (12)
month period, beginning January 31, 2017, until the off-site facilities fee tariff is no longer in
effect.

6. Staff recommends adoption of the Penal Valley 2015 CAP Use Plan and revised Off-site
Facilities Fee Tariff for the CAP water allocation to Penal Valley water system as discussed in
Section VII and shown in the attached Exhibit B of this report.

a

Staff further recommends that the Company Elle with Docket Control, as a compliance item
in this docket, an off-site facilities fee status report each January 31" for the prior twelve (12)
month period, beginning January 31, 2017, until the off-site facilities fee tariff is no longer in
effect.

7.

5.

Staff recommends adoption of the proposed ire sprinlsder systems change to the Penal Valley
water system Off-Site Facilities Fee Schedule 2 ; discussed in Section VII and depicted in
Exhibit B to this report.
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1. GENERAL INTRODUCTION AND LOCATION OF COMPANY

On August 21, 2015, Arizona Water Company ("AuX/C" or "Company") filed an Arnendedl
Application width the Arizona Corporation Commission ("ACC" or "Commission") for a rate
increase for its Western Group, using a test year ending December 31, 2014. The Commission's
Utilities Division Staff ("StafF') engineering review and analysis of the amended application is
presented in this report.

The Company's Western Group supplies water to approximately 31,825 customers in Penal,
Maricopa and Pima counties. The Western Group is comprised of the Ago, Penal Valley and VI/'hite
Tank service areas. The Penal Valley service area is comprised of the Casa Grande, Coolidge
Air-pon, Tierra Grande and Stanfield public water systems ("Penal Valley Group"), and were
consolidated for rate making purposes in Decision No. 71845. The Penal Valley Group is located in
Pinal County while the V(/hite Tank and Ago water systems are located in Maricopa and Pima
Counties respectively.

Figure 1 shows the location of the Co1:npany's Western Group water systems within Arizona
and delineates the Company's approximately 240,000 acres of existing certificated area. Each system
is named after the community where the system is located. Figure 2 shows the location of the
Company's Penal Valley Group within Pinal County.

Each water system was visited by Frank Smaila, Staff Utilities Engineer, accompanied by
Company representatives Fred Schneider, Joseph Harris, Ray Murrieta, ]essie Madrid and the
respective water system operations manager.

1 On July 31, 2015 ARC Bled a "Notice of Intent to File General Rate Case and Request for Accounting Ordel". On
August 21, 2015 ARC Bled its applications and 12 amendments.

N

l l
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!
i Penal Valley Group

System Name
Tierra

Grande Pinal Valley Stanfield
A

Coolidge
' ort|

* W/hite
Tank

Ago

County Penal Penal Penal Penal Maricopa Pima
PWS N02 11-076 11-009 11-012 11-707 0728 10-003

i ADEQ compliant? Yes Yes Yes Yes Yes Yes
ADWR comp1iant?4 Yes Yes Yes Yes Y-eg Yes

i AMA Yes /Penal Yes /Penal Yes /Penal Yes /Penal Yes /Phoenix No
Number of Approximate
Connections at die end of

' test year
360 28,250 195 9 2,360 650

I

Adequate Production
Capacity? Yes Yes Yes Yes Yes Yes |

. equate Storage

I Lziinacity?
Yes Yes Yes Yes Yes Yes

Water Loss 4.0% 9.3% 6.2% 5.1% 4.3% 6.0%
MAP F6885 Yes No Yes No Yes No
Number of
Arsenic Treatment Plants None 6

1

None 2
I

None

Number of
Nitrate Treatment Plants None 1 None 1

I

None

Purchased Potable Water No No No No Yes Yes
CAP M&I Feesé NYA 7Yes N/A N/A Yes7 iN/A

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
Page 4

11. WATER SYTEMS

Sunnnary

Statistical information for the W/estern Group's six systems is tabulated below:

Table A. Western Group Information

2 Public Water System Number. ("PWS No") .
3 Arizona Department of Environmental Quality ("ADEQ").
4 Arizona Department of Water Resources ("ADYX'R").
5 Monitoring Assistance Program ("MAP") .
6 The Central Arizona Project Municipal and Industrial ("CAP M&I") fee was originally named "CAP Hook-Up Fee".
The name was changed to "CAP M&'[" fee in Decision No. 73144. The Commission approved these fees for the
purpose of recovering ongoing and deferred CAP M&I subcontract capital charges. Decision No. 73144 approved that
the CAP [hook-up fees] for the Casa Grande, Coolidge and White Tank systems should be continued, without change.
The Company requests that the Commission authorize the continuation of CAP M&I fees for Penal Valley and White
Tank services areas.
7 Decision No. 68302 authorized AWC to implement CAP Hook-Up Fee ("HUF") tariffs for its Western Group.
Decision No. 71845 authorized AWC to continue charging the CAP HUFs for the Casa Grande, Coolidge, and Wfhite
Tank systems until its next Western Group rate case or December 31,2012, whichever came first. Separate fees were
approved for the Casa Grande ($208), Coolidge ($150) and White Tank ($500) water systems.



I
I| Proposed Off-Site
i Facilities Fee

N/A Yes Yes N/A N/A N/A

i Date of Site Inspection 12/10/15 12/10/15 &
12/11/15 12/10/15 12/11/15 12/08/15 11/12/15

:__Fol1o w - u p  Si t e  I n s p e c ti o n s N/A 2/1/2016 N/A N/A N/A N/A i

ARC
Well ID

ADWR
Well
ID

Pump

(HP)

Pump
Yield

(GP

Casing
Depth
(feet)

Casing
Diameter
(inches)

Meter
Size

(inches)

Pump
Motor Type

|-

Water Treatment
Systems

55-616682 21967 5 420 50 6 Turbine 1972

Year
Drilled

i Well#3 55-801030 10 145 379 14 2 Submersible N/A
TOTALS

Storage Tanks Pressure Tanks
_ ..

iBooster Pumps

I Capacity (gallons) Quantity C8 acity (gallons) Quantity QuantityCapacity (HP)

10,000 1 2,000 1 10 2
250,000

..- . . . ......u Vu..
1 5,000

...4 .4- ... . . -- -  M v 4 .

1

TOTAL 260,000 I
_ 1u n1

7 07,000 I iU .

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
Page 5

7. Tierra Grande PWS # 17-076

A. Location and Description of the System

The water system serves an eastern part of Casa Grande area in Pinar County. The water
system consists of two wells, two storage tanks, two pressure tanks, three booster pumps,
chlorination system and a distribution system serving approximately 360 connections. A detailed
plant facility listing is as follows:

Table ITS. Wells

\Well# 1 Chlorination
System

i

5
i
I

i
l

-w"nu -_-bvn uus

Table ZTG. Storage & Pressure Tanks and Booster Pumps

50 1
I

s Fol low-up Site Inspect ion to inspect Post Test-Year Plant Instal lat ions that were not complete or in-service during
ini t ial  inspect ion of  12/11/2015.

l l

I 85 l,§85 u~ ._



Size (inches)i
I

Material Type
-

Approximate
Mngrh (feet)9

4I

I Various 1,530
I 6 Various I22,100

8 V2HOHS. 20,550
_

12
. . . . I

Various
I . . . .. _ ....-,.,.... I

TQTAL |
i49,100

__ Size

5/8 X PA inch
Quantity

_

347
1 inch 7

Compound 2 inch
I

4
Turbo incl 1

359TOTAL

Size I Quantity
StandardI 8

Non-Standard 6....,,..,|...,.~.-..- ,--.»...-.~..,».._. ~.~.....-.

T O T A L 8

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
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Table 3TH. Water Mains

Table 4TH. Customer Meters

Table 5TH. Fire Hydrants

B. Water Use

Water Sold

The Figure below represents the water consumption data for the test year ending December
31, 2014, prov ided by the Company in its annual report to the ACC. Customer consumption
included a high monthly water use of 398 gallons per day ("GPD") per connection in May, and the
low water use was 248 GPD per connection in December. The average annual use was 339 GPD
per connection.

9 Amassed from the ACC 2014 Annual Report.
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Non-account Water

The Company reported 46,465,300 gallons pumped, 44,304,300 gallons sold and 1,759,200
gallons of authorized non-revenue uses for the test year, resulting in a water loss of 4.0 percent.
This percentage is within acceptable limit of 10 percent.

C. System Analysis

Based on the data provided by the Company for the Test Year, Staff concludes that the
Tiena Grande water system source production capacity of 565 GPM and storage capacity of 260,000
gallons is adequate to serve the present customer base and reasonable growth. A system schematic
is shown as Figure ZTG.

i 1 r
1

i
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Figure 2TH. System Schematic
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D. G r o w t h

Based on customer data provided by the Company in their annual reports, from 2008 to
2012, Tierra Grande water system lost customers, but have increased the number of customers the
past two years. Figure 2TH depicts actual customers from 2008 to 2014, and projects that the
number of connections in the service area will decrease in the next Eve years using linear regression
analysis. The Company stated "For Tierra Grande we expect little if any gain in connections."1°

Figure 3TH. Growth Project ion

2. Pima! Va//gy (Casa Grande 29' Coo5d<ge) PWS # 71009

Location and Description of the System

In 2010, the Company merged its interconnected Casa Grande and Coolidge water systems
and renamed the combined system Penal Valley water system. This system serves the Casa Grande
and Coolidge areas in Pinar County. Major plant in service includes 22 active wells, six arsenic
treatment plants, one nitrate treatment plant, ten chlorination systems, one Supervisory Control and

10 Email from Fred Schneider ("Mr. Schneider"), ARC Vice President of Engineering, to S'raf£ December 17, 2015.

A.
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ARC
W€u ID

ADWR
Well

ID, 55-

Pump

(HP)

Pump
Yield

(GPM)

Casing
Diameter
(inches)

Casing
Depth
(feet)

Meter
Size

(inches)

Year
Drilled

Pump
Motor Type

Water Treatment
Systems

WeH # 19 616603 300 1500 1000 20 10 1980
n

Turbine Arsenic Treatment
(Hen fess Road)

Chlorination Systems

Well # 21 506809 250 680 696 20 6 1983 Turbine
Well # 24 540306 300 920 1000 18 8 1993 Turbine
WeH # 30 208822 200 720 1000 18 8 2006 Turbine

Well # 29 595284 250 1280 1120 18 10 2004 Turbine
!

Arsenic Treatment
(Mission Royale)

Chlorination System

Well # 27 200568553 455 1110 18 4 1998

1

Turbine
Arseruc Treatment
(Lake in the Desert)
Chlorination System

571205 350 1350 1210 18 10 Turbine !
I

Arsenic Treatment
(Arizona City)

ChlorinationSystem
522319 300 1500 1005 18 8 1989 Turbine

I
I

I

Arsenic Treatment
(Cottonwood Lane)

Chlorination Systems
i
I
i
IIChlorination System

WeH# 25 546719 300 1230 1074 18 8 1995 Turbine
Well # 26 560803 300 1360 1240 18 10 1997 Turbine
WeH# 10 616595 200 840 1025 20 8 1960 Turbine
Well # 14 616598 40 160 600 20 4 1982 Submersible
WeH# 17 616601 200 700 739 16 6 1975 Turbne-
Well # 2012 616604 300 950 1000 20 8& 10 1977 Turbine

210294 1045 1500 18 10 2006 Turbine
Well# 32 214248 300 1470 1200 18 10 2007
Well# 33 212523 300 1370 1000 18 Turbine| 2007 |10 Chlorination System
Well #7 616606 | 200 1100 1100 20 8 1656 Turbine Chlorination System

I

WeH#9 616608 200 1240 470 20 10 1961 Turbine
a

Fixate Treatment
(Coolidge)

Chlorination System
Well #10 616609 200 1430 980 20 12 1978 Turbine
Well #2 616687 50 250 542 8

.

4 1971
1 .1

Submersible
1- I I

Arsenic Treatment

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
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Data Acquisition ("SCADA") system", 15 storage tanks, 34 booster pumps, and distribution
systems serving approximately 28,250 connections. A breakdown of the plant facilities is tabulated
below:

Table PV. Wells

Well # 28 1999

wen # 23

Well# 31

Turbine

11 SCADA is a system that operates with coded signals over communication channels so as to provide control of remote
equipment (using typically one communication channel per remote station).
12 Excess water from Well #20 that is not purchased by Abbot Labs is treated at the Cottonwood ATP.

Ill\l\



Well #1
i

616686 15 140 N/A 10 4 1930 Submersible I
I

(Valley Farms)
Chloe-mation System

212419 200 1250 2000 18 10

- I

WeH #1313 2007
. . -.. . . - . . .

4 .......... ._.z .. . . . . .

TOTALS 4,905 22,940

Turbine

I
I Wells Treated Type of

Treatment Plant Name Manufacturer
Plant

Placed in
Operation

Maximum
Capacity

(GPM)
# 19, #21,#24

&#30 Arsenic
Hen fess

Road
4,050 Layne 2007

2007#29 Arsenic
Mission
Royale 1,500 Layne

#27 Arsenic
Lake in the

Desert 400 Layne 2008
_ 2608 -#28 Arsenic Arizona City 1,500 Layne

#10, #14, #17,
#20, #23, #25,

#26 & #31
Arsenic

Cottonwood
Lane 5,800 Layne 2007

I

#1&#2 Arsenic VMey
Farms 250 Severn Trent 2015

#9&#10 Nitrate Cools e1 1
o 1,000 Layne 2008

Storage Tanks Pressure Tanks
-

Booster Pumps
Capacity (gallons) Quantity Capacity (gallons) Quandary Capacity II-IP) Quantity

i 16,000 1 5,000 3 7.5 1
35,000 1 6,000 2 10 _3
100,000 1 15 1
110,000 1 20 1
116,000 1 25 3
250,000 1 40

I

7
500,000 1 60 u3

4650,000 1 75
1 ,000,000 2 100 1

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
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Presently Evaluating
Treatment

Technologies

Table PV. Treatment Plants

l

Table PV. Storage & Pressure Tanks and Booster Pumps

f
, .»

13 Per Direct Testimony of Fredrick K Schneider, pages 11 & 12, Arsenic level in Well #13 has increased from 8 to 14
ppb and was removed from service in December 2010. The Company is evaluating arsenic treatment technologies to be
constructed at Well #13. i



1,100,000 1 125 2
2,000,000 2 150 7
5,000,000

nm.

300
... - w . . . - mp .

1

2,607.5TOTAL 18,877,000 I 11,000I

I
Size (inches)

1

Material Type
•
o

Approzdmate
Len (feet)14I

2 Various 50,600
I 3 Various 25,200

4 Various 328,100
6n Var1ous 1,583,000
81 Various 775,300

I

10 Various 57,000
Various 602,300
Various 1,200
Various 154,900
Various 1,200

24I Various 45,000
. - ¢» .¢.-..- MUM

iii

36
...@a.. . . ........-... | lllimll l |nm ll 1'Ir1'n1

12

14

16

20

Various
W e ! 7FI" IRITIi i i " i 'l iW fl IIIITHImlnI T" iTI'T m-Ti l l l  r YT" ITI ITT"Tl i  Y

1,600
|i1Tm 1 Illll

n u  v  -  . . . . w .
I I l l l l ll

H...w.»..,.....m.m-..-
I I I IIIIlllrlllT III IIIIIIIIII

TOTAL 3,625,400

Size
IQuantity

5/8 x % -1n¢h
nu

26,247
1 inchi

i
I 947
i 2 12 I

I Compound-§nch 8561
Compound 3 inch 40
Compound 4 inch 21
Compound inch

Turbo 2 inch
3

17
Turbo 2 inch 2
Turbo 2 inch 16
Turbo 2 inch 27
TlJIbO 2 inch

TOTAL
_ »

2

27,895

Arizona Water Company
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Table PV. Water Mains

Table PV. Customer Meters

14 Amassed firm the ACC 2014 Annual Report.

l
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i Size
u

Quantlty
Standard

I

n

3,374
Non-Standard 0u -.. w.. U . . _. 4 ».. . . . . .... . . -u . . . . . . .. . .. . .. . . ... . .v -4m mn- . .

3,374T014

!
I

I

1
X

1
1

E
I

e

I

I

1
I
E
i1

!
I
f
t

i
I

I

;

The Figure below represents the water consumption data for the test year ending December
31, 2014, provided by the Company in its annual report to the ACC for its combined Penal Valley
system. Customer consumption included a high monthly water use of 585 GPD per connection in
August, and the low water use was 338 GPD per connection in March. The average annual use was
454 GPD per connection.
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Non-account Water

The Company reported 5,236,228,600 gallons pumped, 4,683,191,300 gallons sold and
184,361,800 gallons of authorized and non-authorized non-revenue uses
Penal Valley water system, resulting in a water loss of 9.3 percent. This percentage is within
acceptable limit of 10 percent.

for the test year for its

C. System Analysis

Based on the water use data sheet prov ided by the Company for the Test Year, Staff
concludes that the Penal Valley water system's total source capacity of 21,69015 GPM and total
storage capacity of 18,877,000 gallons is adequate to serve the present customer base and reasonable
growth. A system schematic is shown as Figures 2PV-A, ZPV-B & 2PV-C.

15 Does not include Well #13
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Figure 2PV-A. System Schematic
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i

Figure 2PV-C. System Schematic
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Growth

Based on customer data provided by the Company in their ACC annual reports, it is
projected that this system's customer base will remain relatively Hat through the next 3 to 5 years.
The Figure below depicts actual growth from 2005 to 2014 and projects an estimated growth in the
service area for the next Eve years using Moving Average Technical Analysis.

Figure PV. Growth Projection

3. C00/idgeAig>od PWS # 71-707

A. Location and Description of the System

According to the Company, ARC has operated the Coolidge Airport water system since
November 2007. The City of Coolidge leases the Coolidge Airport water system to ARC pursuant
to a Water System Lease and Operation Agreement dated November 1, 2007.

This system serves the Coolidge Airport area in Penal County. Major plant in service
includes two active wells, one storage tank, one pressure tank, Eve booster pumps, chlorination
system and a distribution system serving nine connections. A breakdown of the p t facilities are
tabulated below:

D.



!
I ADWR

Well
ID

ARC
Well ID

L

Pump

(HP)

Pump
Yield
GPM)

Casing
Depth
(feet)

Casing
Diameter
(inches)

Meter
Size

(inches)

'L

Year
Drilled

Pump
Motor Type

Water Treatment
Systems

I
i W€U# 1 55-620899 50 350 475 12 4 Turbine I 1942

WeH#2
I

TOTALS 100 670

55-620900 50 320

Storage Tanks Pressure Tanks Booster lumps
Capacity (gallons) Quantity Capacity (gallons) Quantity Capacity (HP) Quantity

15,000 1 5,000 1 2 2
10 1

1 46 2
u- I m v  v s " v i n ¢ u . m¢ p ¢ \. . . . . . ..h l

94TOTAL 15,000 5,000 """'

Size (inches)
!

I
i
I

Material Type
--4

!Approximate
Len (feet)|

o

3 Various
1

2,900
K

6 Various 540
12 3,430

6,870TOTAL:

5/8 x%inch 0
1 inch 3

Compound 2 inch 4
Turbo 2 inc1*1 1

Compound 3 inch
. n - -v 1 1 H-, .~.» -. . . .w . u 4.4 .

TQT4
1

9
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Table ICA. Wells

435
Chlorination

System

Table CA. Storage & Pressure Tanks and Booster Pumps

Table CA. Water Mains

Table CA. Customer Meters

Size Quantity n u- l



Sizel
_

Quantity
Standard 3

Non-Standard 0

TOTAL 3L_..

Coolidge Airport Water System - zo14 Water Use
1600

1376
1323

1188

1018

816 850

402

1400

21200
3.:m

0
I I l

Feb MarJan Aar JunMav Ju! • Nc tSeaAus

:1000
o
4-1Ag 800 _

g
u
>

400

"sao
s
:
.2
' a
w

200

1027
958

Akg = 919 g/d/cR

9

468
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Table CA. Fire Hydrants

B. Water Use

Water Sold

The Figure below represents the water consumption data for the test year ending December
31, 2014, prov ided by the Company in its annual report to the ACC. Customer consumption
included a high monthly water use of 1,376 GPD per connection in August, and the low water use
was 402 GPD per connection in December." The average annual use was 919 GPD per
connection.

Figure 1 CA. Water Use

16 Staff requested an explanation why Coolidge Airport water usage was so great Mr. Schneider responded "They are all
commercial users and Complete Parachute Solutions performs military training. They have a kitchen, showers, etc. They
can have large training events with people flown in from all over the USA, entail datedjanuary 7, 2016.
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Non-account Water

The Company reported 3,798,000 gallons pumped, 3,018,500 gallons sold and 585,300
gallons of authorized non-revenue uses for the test year, resulting in a water loss of 5.1 percent.
This percentage is m°thin acceptable limit of 10 percent.

C. System Analysis

Based on the data provided by the Company for the Test Year, Staff concludes that the
Coolidge Airport water system source production capacity of 670 GPM and storage capacity of
15,000 gallons is adequate to serve the present customer base and reasonable growth. A system
schematic is shown as Figure CA.

\
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(

Figure CA. System Schematic
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Based on customer data provided by the Company in their ACC annual reports, it appears
that the Coolidge Airport water system's number of customers will remain fairly constant. Figure
CA depicts actual customers from 2008 to 2014 and projects an estimated number of connections

in the service area for the next Eve years using linear regression analysis.

Figure CA. Growth Projection

4. flaryie/dPU7§` # 71-072

Location and Descrziution of the System

This system serves die Stanfield area in Penal County. The water system consists of two
wells, one arsenic/nitrate treatment plant, two storage tanks, two booster pumps, one pressure tank,
chlorination system and a distribution system serving approximately 195 connections. A breakdoylm
of the plant facilities is tabulated below:



ADWR
Well
ID

Pump

(HP)

Pump
Yield

(GPM>

Casing
Depth
(feet)

ARC
Well ID

Casing
Diameter
(inches)

Pump
Motor Type

Meter
Size

(inches)

Year
Drilled

Water Treatment
Systems

Arsenic/Nitrate
Treatment &
Chlorination

S st

16 4 Turbine 1963

18 5 Submersible 1990

TOTALS 160 475
--» --

55-616684Well# 1 100 280 811

WeH#3 55-526586 60 195 1002

Treated Wells Plant Site
Maximum
Capacity

GP

Manufacturer/
Vendor

Plant Placed
m Operation

Wells
# 1 & # 3 Stanfield 350 Basin

u

Apd 2008

.  c
¢Stop sTanks Pressure Tanks Booster Pumps

Capacity (gallons) Quantity Capacity (gallons) Quantity Capacity (HP) Qwmtiw
20,000 1 5,000 1 10 1
100,000 1 15 1

30 1
TOTAL 120,000 5,000 55

MaterialT eSize (inches) | Len feet| |n

2 VariousI 420
4 Various 7,680
6 VariousI 17,280

TOTAL 25,380
I

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
Page 24

Table IS. Wells

|

i

.
I

J

Table ZSF. Stanfield Arsenic/Nitrate Treatment Plant"

Table SF. Storage & Pressure Tanks and Booster Pumps

Table SF. Water Mains

17 Arsenic/Nitrate Treatment Plant - Ion Exchange Filter Vessels & Sodium Chloride regenerate for Arsenic/Nitrate
Removal

lll\l\\



I Size
re

Quantity

1 inch
I

186.
0
5
4

TOTAL 195

5/8X%1n€h
%4 inch

Size quantity
1 -

Standard 12
Non-StandardI_ 1

-u-

0

12
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Table SF. Customer Meters

Table SF.Fire Hydrants

Water Use

Water Sold

Figure 1ST represents the water consumption data for the test year ending December 31,
2014, provided by the Company in its annual report to the ACC. Customer consumption included a
high monthly water use of 540 GPD per connection in October, and the low water use was 247
GPD per connection injanuary. The average annual use was 411 GPD per connection.

B.



Stanfield Water System - 2014 Water Use
600

540
515

489 489500
466

344

300

Aug

2;
9
8400
g
E
o

ft
F
8200
2
'as
U

100

0

Jan Feb Mar JulJun OctApr May DecNovSep

Avg = 411 g/d/c
381; 377

443

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
Page 26

Figure IS. Water Use

Non-account Water

The Company reported 32,227,400 gallons pumped, 29,363,100 gallons sold and 1,651,500
gallons of authorized and non-authorized non-revenue uses for the test year, resulting in a water loss
of 6.2 percent. This percentage is within acceptable limit of 10 percent.

C. System Analysis

Based on the data provided by the Company for the Test Year, Staff concludes that the
Stanfield water system has adequate water production and storage capacity to serve its customer base
and reasonable growth. A system schematic is shown as Figure ZSF.

lulu I I
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Figure ZSF. System Schematic
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D. Growth

Based on customer data provided by the Company in its annual reports, it is projected that
the Stanfield water system number of connections will continue to decline and is projected to have
less than 190 connections by 2019. Figure SF depicts actual customer decline from 2002 to 2014
and projects an estimated number of connections in the service area for the next Eve years using
linear regression analysis.

Figure SF. Growth Projection

5. While Tan/e PWS No. 07-728

A. Location and Description of the System

The White Tank ("WT"l system serves the White Tank area noMwest of  Phoenix in
Maricopa County. In addition to groundwater pumped from six wells, WT supplements its water
supply by purchasing water f rom the Edmonton Power Corporation Water Uti l i ty Company
("EPCOR Water Arizona") during peak summer demand periods. The water system consists of six
active wells, two arsenic treatment facilities, one nitrate treatment facility, one raw water cooling
system, Eve storage tanks, nine booster pumps, five chlorination systems, one SCADA system and a

l\I\l



I: ARC
Well ID

I

i

ADWR
Well
ID

Pump
Yield
GP

Pump

(HP)

Casing
Diameter
(inches)

Casing
Depth
(feet)

Pump
Motor Type

Meter
Size

(inches)

Year
Drilled

WaterTreatment
Systems

II Wcu# 2 55-616689 30 155 477 6 3 Submersible
I

i
I
I
!

Arsenic Treatment
Chlorination

systems
WeH#4i

I
55-616691 75 390 604 12 4 Submersible 1969

I Well# 8 55-584393 75 160 1000 12 4 Submersible 2001
Well # 7 55-616693 100 410 20888. | 4 Turbine Nitrate Treatment

55-203266VI/le11#9i 250 1490 1418 16 10 'furbhae 2004 II

a

_arsenicTreatment
Chlorination

system s

!».
:
II

Well # 10 55-201426 200 1060 1288 16 8 Turbine 2004

TOTALS 730 3665 l

Descrlption Capacity

(GPM)

Gallons
Purchased

Water
Treatment

Meter Size
(inches)

vI l l a (Indian School)
Epcor Water Arizona Emergency Interconnect-
p . 3 350 2,000 I1OD.€ gI

none
i I

Epcor Water Arizona Emergency Interconnect -
back-u (Citrus) 2 160 none

Treated Wells Plant Site

iMaximum
Capacity

(GPM)

Manufacturer/
Vendor

Plant Placed
in Operation

\X7e]ls
#2,#4 & #8

Monte
Vista

1,450 Layne
March
2008 i

Treated
Wells

W/ells
#9& #10

5
Plant
Site

Maximum
Capacity

..__(GPM)

Manufacturer/
Vendor

Plant Placed
in Operation

Blue
Horizons

z,800 Siemens 2012
I
i
I
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distribution system serving approximately 2,360 connections. A detailed plant facility is as
follows:

Table 1 . SacHS

Table ZWT. Other Water Source

Table 3 . Monte Vista Arsenic Treatment Plant"

I

Table 4 . Blue Horizons Arsenic Treatment Plant"

18 Arsenic Treatment Plant - Coagulation/Filtration Filter Vessels and Ferdie Chloride for Arsenic Removal.
19 Arsenic Treatment Plant - Coagulation/Filtration Filter Vessels and Felic Chloride for Arsenic Removal

la



i

Treated WellI
I

Plant
Site

IPlant Placed
in Operation

Manufacturer/
Vendor

!

Well #7i

Go
Lightly 550 Layne June 2007r

Storage Tanks Pressure Tanks Booster Pumps
Capacity (gallons) Quantity Capacity (gallons) Quantity Capacity (HP) Quantity

50,000 1 5,000 3 3 1

100,000 1 5 2
500,000 1 50 3

1,000,000
1,000,000

1

1
100 3

TOTAL 2,650,000 15,000 463

Size (inches) v | IMater:ia l T  e Len feet
I
I 2 V2I10l1S 1,610

4 Various 14,466
6i Various 170,760

!

I 8 Various 160,120
I 1 2 Various 57,990

1 6 Various 6,430
I 20 Various 38 -..

24
i VZIIOUS 75"

1 - ...__

TQTAL.
I
I

I 411,855
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Table 5 . Nitrate Treatment p1am20

M" um
Capacity
(GPM)

Table DWT. Storage & Pressure Tanks and Booster Pumps

Table 7 . Water Mains

20 Nitrate Treatment System (Pre-filter induced) - Ion Exchange Filter Vessels & Sodium Chloride regenerate for
Nitrate Removal.



. .......4......_.

1-1......¢-
I

Size

5/8 X 3/1 inch
I VS inch

Compound 3 inchI

0

491

20

2

Turbo 6 inch 1

TOTAL 2,360

r

i1,846
Quantity

1 inch
Compound 2 inch

Standard
I 256

Non-Standar d -
I

... 0
TOTAL 256I

a

side
.
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Quantlty
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Table SET. Customer Meters

Table DWT. Fire Hydrants.

B. Water  Use

Water Sold

The Figure below represents the water consumption data for the test year ending December
31, 2014, provided by the Company in its annual report to the ACC. Customer consumption
included a high monthly water use of 651 GPD per connection in July, and the low water use was
313 GPD per connection injanuary. The average annual use was 454 GPD per connection.

-IIIIIW I l
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Figure 1 . Water Use

Non-account Water

The Company reported 429,751,000 gallons pumped/purchased, 386,159,800 gallons sold
and 36,736,600 gallons of authorized and non-authorized non-revenue uses for the test year,
resuddng in a water loss of 4.3 percent. This percentage is within the acceptable limit of 10 percent.

c. System Analysis

Based on the data provided by the Company for the Test Year, Staff concludes that the
White Tank system has adequate water production and storage capacity to serve its customer base
and reasonable growth. A system schematic is shown as Figure 2 .

ll lm lm
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Figure 2 . System Schematic
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D . Growth

Based on customer data provided by the Company, it is projected that this system could
have approximately 2,700 connections by 2019. The Figure below depicts actual growth from 2002
to 2014 and projects an estimated growth in the service area for the next Eve years using linear
regression analysis. Staff calculations confine that additional water production or storage capacity
will not be required to meet the anticipated growth.

F i g u r e  D W T .  G r o w t h  P r o j e c t i o n

6. 40 PW; No. 70-003

A. Location and Description of the System

This system serves the Ago area in Pima County. The Ago system has no wells and is
purchasing water from the~Ajo Improvement Companyzl. The Ago system is served by a 3-inch
master-meter. The water system consists of two storage tanks, three booster pumps, upgraded
chlorination system, one SCADA system and a distribution system serving approximately 650
connections. A breakdown of the plant facilities is tabulated below:

21 Ago is consecutive system to ACC regulated Ago Improvement Company (PWS # 10-001).

H



Description
I|

Meter Size
(in inches)

Capacity

(GPS

Gallons
Purchased in

Test-Year

I

Water
Treatment

i
Ago Improvement Company

water system 3 270 42,777,000 Chlorination
S stem

Storage Tank Pressure Tank Booster Pumps
Capacity
(gallons)

Quantity
| 1o

Capacity
lions

Quantity
Capacity

(HP)
Quantity

500,000* 1 1101'l€ 15
.1

2
250,000* 1 10 1

TOTAL 750,000 40

Size (inches) Material Tone Length feet
2I

I Various 4,130
I 3 Various

|
I290

i 4 Various 41,960
6 Various 35,230
8 Various 3,090

Iu -

TOTAL
- 84,700

5/8 x%inch MZ
PA c h I0
1 inch 29

Compound 2 i;1ch 4"
TOTAL 647

Quantity
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Note*: Storage Tanks are tied together and tops of the tanks are equal in height resulting in
the availability of the total capacity of 750,000 gallons. Each tank has a separate shutoff valve
for maintenance purposes.

i _ _Wells____

Table 3Ajo. Storage & Pressure Tanks and Booster Pumps

Size

Table 2Ajo. Other Water Sources

Table 5Ajo. Customer Meters

Table 4Ajo. Water Mains

Table 1Ajo. Wells

none
n



r 1 r
Size • quantity

,_

Standard .47
Non-Standard 0

..... g -m
'TOTAL i i

Ago Water Company - 2014 Water Use
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Table 6Ajo. Fire Hydrants

B. Water USE

Water Sold

Figure 1Ajo represents the water consumption data for the test year ending December 31,
2014, provided by the Company in its annual report to the ACC. CustoMer consumption included a
high monthly water use of 202 GPD per connection in June, and the low water use was 126 GPD
per connection in December. The average annual use was 163 GPD per connection.

J

Figure 1Ajo. Water Use
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Non-account Water

The Company reported42,777,000gallons purchased, 38,873,400 gallons sold and 2,266,400
gallons of authorized and non-aud1o1;ized non-revenue uses for the test year, resulting in a water loss
of 6.0 percent. This percentage is within acceptable limit of 10 percent.

C. System Analysis

Based on the data provided by the Company for the Test Year, Staff concludes that the Ago
system has adequate water supply and storage capacities to serve its customer base and reasonable
growth. A system schematic is shown as Figure 2Ajo.
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Figure 2Ajo. System Schematic
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D. Growth

The Company provides water service to approximately 654 residential and commercial
customers during the test year 2014. Growth has declined over the past 13 years. The Company
reported serving 654 customers in 2014, historic low, and 693 customers in 2003, historic high. The
Company does not anticipate any significant growth to its customer base and therefore will not
require additional water purchases or storage capacity. Figure 6 depicts the customer growth using
linear regression analysis. The number of service connections was obtained from annual reports
submitted to the Commission.

Figure 3Ajo. Growth; Projection

HI. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY ("ADEQ")
COMPLIANCE

Compliance _$`tat14.f

According to the Compliance Stars Reports received from ADEQ and its delegated agent,
the Maricopa County Environmental Services Department ("MCESD"), who monitor community
water systems for compliance, all six ARC community water systems have no major deficiencies and



n . I
Samples taken in e&sMbudon system.* $22,643

_Samples taken_at the Entry Point to the Distribution System.* $48,774
uses.**ISpecial samples taken for process control or for monitoring p $42,666

$8,144
I

MAP
=

ll
I

TOTAL COST OF REQUIRED WATER TESTING W o MAP>i
I

I

$71,417
$122,226TOTAL COST OF ALL WATER TESTING

TOTAL cosT oF WATERTEST1NG w70 MAPY $114,082
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have determined that these water systems are currently delivering water that meets water quality
standards required by 40 CFR 141 National Primary Drinking Water Regulations) and Arizona
Administrative Code, Title 18, Chapter 4.22

Wafer Testing Eagbenxe

Participation in the ADEQ Monitoring Assistance Program ("MAP") is mandatory for
community water systems, which serve less than 10,000 persons (approximately 3,300 service
connections). Because the Company is able to monitor its systems at a lower cost than the MAP,
the Company has chosen not to participate in the MAP for Pinal Valley, its largest system (with
more than 3,300 service connections). The Company's Consecutive system, Ago, is not required to
participate in the MAP. Al l  other ARC community systems part icipate in the MAP. The
Company's MAP surcharge tariff has been approved in prior rate cases. The Company reported
MAP surcharge revenues of $7,569 collected in 2014 and MAP expenses of $7,887, recorded in 2014
for the Western Group."

The Company reported its total annual water testing expenses as $122,226, including MAP
expenses, for the test year.24 The water testing expenses were included in the "Water Treatment"
operating expenses account. The Company reported its required water testing expenses for the test
year at $71,417 (this amount does not include 2014 MAP costs). Staff reviewed the Cornpany"s
water testing data and recommends that the Company's reported annual water testing expense of
$114,082 be accepted for this proceeding as shown in Table B below.

Table B. Water Testing Expense

Water; Testing Cost

Note*: Samples required by the Safe Drinking Water Act/EPA/ADEQ.
Note**: Special samples not required by ADEQ/EPA. The Company conducted additional sampling/analysis for
process control and monitoring purposes to insure that drinking water meets water quality standards.

22 Per ADEQ/MCED Compliance Status Reports dated December 2015 and january 2016. ,
23 Per Mr. Reiter's direct testimony on page 21. ADEQ records show that ARC paid $8,144 in MAP invoices, while Mr.
Reiter testimony indicated that AWC MAP expenses were $7,887.
24 In Data Request FS 6.1 Water Testing, Company revised its response to Data Request BAB 1.18.
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w . ARIZONA DEPARTMENT
COMPLIANCE

OF WATER RESOURCES ("ADWR")

The Ago system is not located in an ADWR Active Management Area ("AMA"). The Tiena
Grande, Pinal Valley, Coolidge Airport and Stanfield systems are located in the Penal AMA, and the
White Tank system is located in the Phoenix AMA. According to ADEQ, the Coolidge Airport
water system is categorized as
ADWR.

non-transient non-community and therefore is not regulated by

The ADWR has determined that all of the Comparly's Western Group water systems that
are regulated by ADWR 2 = currently compliant with departmental requirements governing water
provider and/or community water systernszs.

v . ACC COMPLIANCE

On January 28, 2016, the Utilities Division Compliance Section stated that a check of the
compliance database indicates that there are currently no delinquent compliance items for the
Company.

VI. DEPRECIATION RATES

In the previous rate proceeding for the Western Group, the individual component
depreciation rates developed by the Company were approved per Commission Decision Nos. 66849,
68303, 71845 and 73144. Those depreciation rates have been carried forward and proposed in this
rate application. Staff recommends the adoption of the previously approved depreciation rates
developed by the Company in this Western Group rate case. These rates are presented in Table C.

25 Per ADWR Compliance Reports dated December 24, 2015.

HI



Depreciable Plant
Plant

Account No.=
1

Average
Service Life

(years)

|

AWC
Developed

1' (°/ \I

314
;

Wells & Springs 32 3.13
321 Pumping Plant Structures & Improvements 35 2.86
325
328

Electric Pumping Equipment 17 3.88
4.00_Gas Engines 25

331 Water Treatment St1:uctures 8: Improvements 40 2.50
332 Water Treatment Equipment 35 !2.86
341 Transnns Zion/Distribution Structures 30

I
3.33
2.00342 Storage Tanks 50

343 Transmis Zion/Distribution Mains 56 1.79 I
344 Fire Sprinkller Taps 50 2.00

I
I
I

345 Services 42 2.38
346 Meters 22 4.55 I
348 Hydrants 55 1.82

2.50 I
I

390 General Plant St1rL1ctures 40
391 Office Furniture & Equipment 15 i6.67
393 Warehouse Eq_u1lpn:1ent 20 5.00.
394 Tools, Shop ~& Garage Equipment 25 4.00 I
395 Laboratory Equipment 20 5.00
396 Power Operated Equipment 15 |6.67
397 Communication Equipment 15 i6.67
398 Miscellaneous Equipment 30 I3.33

Arizona Water Company
Docket No. W-01445A-15-0277 (Rates)
Page 42

Table C. Component Depreciation Rates

'T

VII. OTHER ISSUES

.S̀emlceLine and Meter Infra//alien Charge;

The Company has requested changes in its service line and meter installation charges. These
charges are refundable advances. According to the Company, its current general service tariff does
not offer a rate for a 3/4-inch or 1-1 /2-inch size meters. Also, the Company proposes to update its
refundable charges for service lines two inches and sumMer to reflect the service line installation
charges recommended by Staff." The Company also proposes to add clarifying language to the
existing footnote stating that parties are required to pay the actual cost of 5/8-inch through 2-inch
service lines when cutting a roadway or sidewalk is required. Lastly, in order to more equitably
apportion the cost of deploying the Company's automated meter reading ("AMZR") program, the
Company proposes to charge the actual cost of meter installations of all sizes. The requested service

26 Staff memorandum "UPDATE OF STAFF'S TYPICAL SERVICE LINE AND METER INSTALLATION
CH.ARGES", dated November 26, 2013.

l l l l l l
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Company's Current Charges27
I
I

i Company's Requested/Staff
Recommended Char gee

$565

Meter Size

I
I

I
!

Service Line
Charges**

Meter
Charges

Total
Charges**

5/8"x 3/4" $445 $155 $600

3/4>> N/A N/A N/A $565
Actual
Cost Varies

iIVaries
i

$495 $315 $810 $629
A€t1131-
Cost

Service Line
Charges**

Meter
Charges

1-1/2" N/A N/A N/A

$1,875
$2,720

Z"- Turbine
2"- Compound

$830
$830

$1,045
$1,890

$699
Actual
Cost

__

Varies
I
.
I

l
I

$1,054
$1,054

Actual
Cost

Varies
Varies

Actual
Cost _

3"- Turbine
3"- Compound

$1,045
$1,165

$1,670
$2,545

$2,715
$3,710 Actual Cost Actual

Cost
4"- Turbine
4"- Compound

$1,490
$1,670

$2,670
$3,645

$4,160
$5,315 Actual Cost Actual

Cost

Actual
Cost

6"- Turbine
6"- Compound

$2,210
$2,330

$5,025
$6,920

$7,235
$9,250 Actual Cost Actual

Cost
I
I

Actual
Cost

8"- Turbine
8"- Compound

$2,210
$2,330

$5,025
$6,920

$7,235
$9,250 Actual Cost Actual

Cost !
I

Actual
Cost

10"~ Turbine
10"- Compound

$2,210
$2,330

$5,025
$6,920

$7,235
$9,250 Actual Cost Actual

Cost
i
I

Actual
Cost

II

i

i

ai
l

**Note: Amount will be adjusted to
include the actual cost incurred when
boring under a road or highway is
required.
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l ine charges are at the high end of Staffs recommended range for service line charges. Staff
recommends the acceptance of the Company's requested installation charges as shown in Table D.

Table D. Service Line and Meter Installation Charges

Curtailment P/an Tarzan

The Cornpany has a 1 approved curtailment tariff with an effective date of july 23, 2004.

Baaéflow Prevention Tao

The Company has an approved backflow prevention tariff with an effective date of October
12, 2015.

27 Decision No. 73144

Il l  I



n

L Tariff DescriptionTariff No. I
BMP-101

n-

IPublic Education Pro am I

BMP-2.3i New Homeowner Landscape Information
BMP-3.1 IIResidential Audit Pro am

BMP-3.2 I
I

!
Customer | Y

Landscape Consultations (Residential/Nom

Residential
. h Water Use Inc . ResolutionBMP-3.6

BMP-3.7 Customer High Water Use Notification
BMP-5.8 IWater Waste Invest ' sons and Informationl  I  .

o

BMP-4.1 I

Leak Detection-Pro am
BMP-4.2

I

Meter Repair or Replacement
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Bert Management Practice; ('TBMP.f'Q

In Commission Decision No. 71845, dated August 24, 2010, the Company was ordered to
submit BMPs for its water systems. In compliance width the Commission's Decision the Company
submitted its proposed BMPs with an effective date of May 1, 2013. Table E lists the approved
BMP tariffs applicable to the Company's systems. ,

Table E. Approved BmpTariffs

P0xt-Te.rz' Year Inna//ations (';pTy'9

The Company proposes to include PTY utility plant additions in rate base for the Tierra
Grande, Pinal Valley, Coolidge Airport, Stanfield and White Tank water systems as well as for the
Company's Phoenix Office. According to the Company the utility plant additions include revenue-
neutral projects which provide for the provision of service to existing customers and do not include
projects for the purpose of serving future customers or expansion of system capacity. In order for a
PTY project to be accepted into the current rate application the project must be completed and in-
service by December 31, 201528 The following table shows the proposed PTY projects with costs
and project status.

28 Staff agreed to consider the Company's proposed PTY addition if the addition was completed and in-service by
December 31, 2015.



K
I WS/Project Title

Project
No.

I

IProject Description In-Service
Date

Total Cost,

$

i
I All/Electticd

1 _l.1.

4 PV/Arizona
! Grain
i

5173

Relocate motor saver displays, well timers &
other controls from panel interior to exterior
doors. Repair starter reset plungers, install
shielding over exposed conductors &
svldtches. Electrical Safety Improvements.

103,59829 12/31/14

i

i

12/23/145076
Lower and replace ~460 LF of 6" CA w/6"
DIP and related fittings along the UPRR rail
line.

195,574

I PV/Wells No. 9
& 10 BPS

5164
Design and construct vertical Booster 15ump
Station (2 motor/pumps) at Vacuum Tank
Site.

126,887 12/8/15
|

I
IPV/Security
Block Walls

5165
Deslgn, permit and construct security blocks
walls at wells 21, 30 & 31. Construct
retention basins at well 26 &31.

417,446 1/12/15_l
7/8/15

PV/Valley Farms
ARF 5167

Design and construct an ARF at Valley
Fames for wells 1 & 2. 1,332,446

PV/Highway 84
Gate Valves

5168
Install 3 line stops & construct 4-16" gate
valves along Gila Bend Highway 84 between
VIP Blvd & Thornton Rd.

115,552 7/20/15 i
I

PV/overfield
Road 5169

Replace ~3,900 LF of 6" PVC along
Overield Rd. w/4,000 LF of 12" DIP. 408,414 5/21/15

I
7/23/15

PV/Cottonwood
BPS & Tank

5170
Reconstruct the Cottonwood Lane Si? &
BPS. 1,270,570

PV/Cottonwood
& Peart 5171

Replace ~2,800 LF of 12" along
Cottonwood Lm. from Arizona to Peart Rds.
w/~2.,800 LF of 12" DIP.

551,402
i
I

4/15/15

PV/W/'ell 33
Pump

5251
Pull ac replace well 33 pump, column pipe,
tube/shaft & lower pump ~100 ft. 245,968

I

I

I

1/22/15
PV/WeH 29
Disinfection
Tank

5260 Replace leaking sodium hypochlorite tank. 20,645 9/28/15

PV/Well 19
Pump 5296 Replace well pump & related equipment 242,450

Ii9/14/15

PV/Wells 9 & 10
Access Road 5299

Construct new access road to well 9 & 10
and BPS and 90 LF of chain-link fencing. 76,569

I
I
I12/14/15

PV/WeH 33
Flush Piping 5301

Construct ~1,500 LF of 12" DIP Jong
Hancock Trail from Well 33 to Hacienda Rd. 194,840 6/6/15
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Table F. Used and Useful Post-Test Year Plant Installations

29 According to Mr. Schneider, "Electrical Panel Safety Improvements were completed in 2014 but the payment for the
work was paid in mid-2015. Therefore, it was considered post year plant." Email from Mr. Schneider to Staff, December
17, 2015.

la II \ll



PV/\Y/ells 32 &
i 33 Nitrate
! Analyzers

5303
Design & install iodine nitrate analyzers &
electrical controls at wells 32 8: 33. 173,112 6/5/15

i  PV/Well 27
| Booster Pump

5304
Install an additional 60 hp 500 rpm booster
pump, starter panel & new suction &
discharge headers at well 27 BPS.

107,751 12/31/15

I

i PV/W/'e11s 9 8: 10

Auto Strainer
5307

Construct a 3rd auto strainer for wells 9 & 10.
Both wells produce a large amount of sand
exceeding current sand removal capacity.

42,163 7/1/15

PV/Cameron &
Morrison Ave
WL Replacement

5329

Construct 85 LF of 4" WL, replace 3-4" gate
valves, 2-4"tees & 1-fLre hydrant on 4th street
between Cameron & Morrison Ave's in Casa
Grande.

20,780 2/12/15

PV/Casa Grande
Mountain

5332
Replace 140 LF of 36" CLC Transmission
main w/140 LF of 36" DIP on Casa Grande
Mountain south of 1-8 at Peart Rd.

299,926 5/5/15

5/21/15

6/20/15 !
i

i
I

PV/SR 87 & AZ
Blvd Asphalt
Replacement

5339

I • .o

Replace leaking water service and construct
110 ft X 11 ft asphalt patch to replace temp
patch on AZ blvd (SR-87) south of Verde
Lane in Cools .

57,381

PV/Cholla Ste
Asphalt
Replacement

5341

Replace lealdng water service and construct
110 ft X 11 ft asphalt patch & 1-concrete
sidewalk to replace temp Patch on Penal Ave
(SR-387) & Cholla Ste in Casa Grande.

35,165

PV/Replace VOL
at 2nd 8:
Morrison Ave

5344

Construct ~25 LF of 8" DIP WL, 1-4" gate
valve & 1-6" gate valve to replace 25 LF of
8" CL WL at 2nd Ste & alley west of Morrison
Ave.

25,368 6/18/15 i
i

1

PV/Casa Grande
Asphalt

5345
Construct 13 LF of 8" DIP to replace 8" C'A
& 44 ft X 78 ft asphalt & 28 LF of sidewalk
& curb at 1955 North Casa Grande Ave.

56,452 iI8/4/15

PV/Burgess Peak
Radio

5348
Install redundant radio system, solar shield,
fan 8: filter kit and surge arrestor at Burgess
Peak SCADA radio repeater.

19,377 7/23/15 i

PV/Well  26
Pump
Replacement

5358
Replace well pump & related equipment, also
perform brushing & bailing well 26. 124,002

I
I
!8/10/15

PV/Well  27
Pump
Replacement

5359
Replace well pump & related equipment, also
perform brushing & bailing well & install
packing at well 27.

134,254
I

12/16/15 i

i

PV/Coolidge
Tank 5361

Construct 16" overflow & replace cathodic
protection on the elevated storage tank in
Coolidge.

79,622 i
7/8/15

PV/Well 31
Pump 5362

Replace well pump & related equipment, also
perform brushing & bailing well 31. 74,910

11/26/15 i
i
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i

Replacement
.
I
I
I
I

Penal Valley

a
Blanket
Projects

Replacement of Electric Pumping
Equipment, Transmission & Distribution
Mains, Service Lines, Meters, Fire Hydrants,
Office Furniture & Equipment, Tools, Shop
& q38382 E ulpment.

630,270 Unknown

1 SF/Booster
l Pump Station

5306
c

Install an additional 30 HP Booster Pump
and Starter and Up ode Transformers. 40,759 6/30/15

WT/SCADA
i
! 5032

Construct Phase 1 of White Tank SCADA
system. Install SCADA System at the Monte
Vista ARF.

- n -- un-

345,165 6/1/15

2/3/15
i

WT/Citrus & 1-
10 5263

Install ~230LF of 6" DIP & Relief Valve
along Citrus Road. 57,524

!  W/T/Blue
I Horizon
I Chgtnical
| Injection

5309
Replace 16" DIP SEttings and valves at the
chemical injection point in the Blue Horizon
ARF.

54,187 4/21/15

I

E WT/BAE Tank 5360
Replace the interior ladder and construct 12"
overflow pipe to replace a 6" overflow plpe
at the 500,000 gal BAE Storage Tank.

18,004 4/13/15

Unknown I
I

White Tank
Blanket
Projects

Replacement of Electric Pumping
Equipment, Transmission & Distribution
Mains,Service Lines, Meters, Fire Hydrants,
Ofice Furniture 8: Equipment, Tools, Shop

_&..Ga:r8g§_Equ11ent_. . . . .

89,956

Ago
Blanket
Projects

Replacement of Transrmssion & Distribution
Mains, Service Lines, Meters,()fflce
Furniture & Equipment, Tools, Shop &
_Ga.rage_Equipment.

15,951 Unklnown

0076
'AMRQ dgvices_30

Pilot study to test the efficiency of Automatic
Meter Rea .I I IQ

125,690 5/31/15
i

Phi/ Server
Replacement

5326
v

Replace the anti-virus and patch servers and
. to new server.ate Active Director»

25,444* 11/20/15 i
I
I

Phoenix OfficeI
I
I

Blanket
Projects

Replacement of Ofice Furniture 8:
Equipment. 42,397 Unknown

I
!

Meter Shop
Blanket
Projects

OTAL

Replacement of Ofice Furniture &
Equipment and Tools, Shop & Garage
Equlprnent.

OST-TEST YEAR COST

2,099
....... _..- .. s . .. ..-.

$7,219,397

__1

Unknown
:

. ~--- no * v »» .....»  -no.

I

I
I
I i
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l

Tierra Grande
I

Note: feet ("ft."), horsepower ("hp"), gallon ("gal."), gallon per minute ("rpm"), Polyvinyl Chloride ("PVC"),
Water System ("WS"), Not Available ("n/_A_"), Lineal Feet ("LF"), inch ("), Arsenic Removal Facility ("ARF"),

30 The Company is testing AMR devices manufactured by Sensus, Neptune and Badger.
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Cement Asbestos ("CA"), Ductile Iron Pipe ("DIP"), Booster Pump Station ("BPS"), Storage Tank ("ST"),
approximately ("~"), Union Pacific Railroad ("UPRR"), Road ("Rd"), Waterline ("aL"), Avenue ("Ave"),
Concrete Lined Cylinder ("CLC"), State Route ("SR"), Street ("Std"), temporary ("temp"), Cast Iron ("CI"),
Beautiful Arizona Estates ("BAE"), Phoenix Office ("Phi"), Internet Protocol ("IP"),
Note*: Unknown total cost. Invoices outstanding.
Note**: Does not induce Blanket Projects

Total cost of $103,598 for electrical safety improvements completed for the Penal Valley
Group (Tierra Grande, Penal Valley, Coolidge Aiipon and Stanfield water systems) only. Each water
system had different amounts of electrical improvements completed and therefore total cost of work
per water system is unknown and not available as ARC did not complete an account breakdown per
water system." Staff concludes that the PTY capital improvement projects listed in above Table F,
totaling $8,000,070, are currently in operation and are used and useful to the water systems provision
of service., Also, the projects were completed and in-service by December 31, 2015.

.guff IwprovemeniBenq9t.fMechanism('is lIB '9

In Decision 71845 the ACC ordered the Company to reduce water loss for each of its water
systems to less than 10 percent. The Company has complied with the order and all water systems in
the Wester Group have water loss less dlan ten percent. The Company has approved SIBs for its
Eastern and Northern Groups and is proposing a SIB for its Western Group. According to the
Company a SIB is required because the water loss in the Western Group is trending upward in the
Pinar Valley and VC/hite Tank water systems and. the aging water mains and service lines are
increasingly failing and causing water loss beyond the Company's ability to control solely through
repair or maintenance efforts. In its application the Company stated that it is more efficient and
cost effective to keep water loss below 10 percent by replacing aging infrastructure in a timely
fashion rather than let water loss increase above 10 percent before beginning to replace failing
infrastructure. The Company's plan identifies the need to increase the rate of replacing aging
infrastructure, however the Company believes that the level of investment will have a significant
negative effect on the Company's financial performance without the SIB mechanism.

The Western Group has approzdmately 4.2 million feet of water mains in service and variety
of piping materials have been used. In the 1920s cast iron ("CI") water mains were predominate
while cement asbestos ("CA") was first used in the 1930s with ductile iron ("DI") and polyvinyl
chloride ("PVC") were first used in the 1980s and are mostly used in the Western Group for new
water main construction since 1986.32 The Company has developed an aging infrastructure
replacement plan that includes 88 specific projects which included estimated costs per project.
However the Company did not provide a project prioritization schedule or propose a 3 or 5 year
cost expenditure schedule. The Company also expressed to Staff the Company's inability to
complete the proposed projects within 5 years." Table G displays the proposed SIB aging

31 Total cost for Western Group Electrical Safety Improvements was $103,598. Mr. Schneider email to Staff, dated
December 29, 2015, stated "Since it is one rate system for Penal Valley, we do not have the accounting breakdown for
each water system. For economies of scale and to get better pricing, the work was bid as a package."
so Mr. Schneider testimony, Exhibit FKS-13 Executive Summary.
'3 Staff discussion with the Company at the Company's office onjanuary 15, 2016.



Cost Estimate
I
i Water System I
r
g Penal Valley

W/hite Tank

$48,110,000

$7,141,000
I
Ago $559,000

i TOTAL ESTIMATED COST $55,810,000

Water System
I

I

|

I

Penal Valley 8.53% 9.48%

Coolidge AirportI
I

6.33% 5.11%

Stanfield 7.29% 6.52%

i V/hite Tank 3.53% I4.54%

I Ago 6.21% 7.67%
I.
!

2013 2014

IWater Loss

.... .. .|-_

|
Tierra Grande 5.59% 4.01%
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infrastructure replacements costs per water system. Table H shows and compares the water losses
between 2013 and test-year 2014.

Table G. Infrastructure Replacement Costs

Table H. Water Loss Per Water System

Staff recommends that the Company requested SIB not be approved at this time due to the
lack of project prioritization and cost schedule, the inability of the Company to complete proposed
projects within a reasonable timeframe and water loss being less than 10 percent for all water
systems.

Nitrate Cox! Revoveg/ Mechanism ('NCRM '9

The Pinal Valley water system has four Wells (Well Nos. 7, 27, 32 & 33) that produce water
m`th high levels of nitrates. At this time Well No. 27 is over the Mazdmum Contaminant Level
("MCL") while Wells 7, 32 & 33 are approaching the nitrate MCL. The White Tank water system is
the only other Western Group water system that has nitrate issues at this time. The Company is
closely monitoring four other Pinar Valley water system wells (10, 14, 19 & 24). Each Well is being
blended with other non-nitrate or low nitrate water quality wells and the Company does not know
when or if additional reF's will be required. In order to comply with the Safe Drinking Water Act



I
Well No.

Nitrate Level (As-of
__ April 2015), mg/L

Proposed
Construction Start Estimated Cost, $

Proposed In-
Service

:

7I

I

._ ._...-_ ._..
§(819"""---

. ---. ...

i£020 3,i40,006
!

I 27 12.30 2018 2,380,0002019
32I

I
9.92 2017 2018 6,529,000

33
I

l_ 9.72 2016 2017 6,529,000
TOTAL ESTIMATED €0$5i` 18,908,000
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("SDWA") standards, the Company plans on constructing four nitrate removal facilities ('NRF")
for the Pima] Valley wells that are high in nitrates.

The Company estimates the four NRFs will cost $18.9 mi]]ion34. Initially the Company is
planning to constrict a NRF bsgirwing in 2016 at Well No. 33. This facility's estimated cost is $6.5
million and will cost $1.8 million each year to operate and maintain. According to the Company an
NCRM is needed due to constructing, operating and four NRFs that require high capital
investment and significant operating expense and without an NCRM will divert capital from other
critical projects. From an engineering point of view, Staff believes that the NRF installations are
necessary. See Br i ton Bax ter  test im ony,  ACC Publ i c  Ut i l i t i es Analyst  W ,  f or  Staf f s
recommendation of the requested NCRM. Table I shows the anticipated construction schedule and
cost for each NSF.

Table I .  Pr oposed Ni t r a te Removal Facilities

Arsenic Cost Remveg/ Mes/Janiwn ("ACRM '9 Continuation

Currently, the Arizona City portion of the Penal Valley water system has only one source
(Well No. 28) and if that source fails the Tonger booster pump station does not have the capacity to
supply the max day demand. Therefore the Company concludes an additional source of supply to
Arizona City is required. The Company plans on utilizing VC/ell No. 34 as an additional source. V(/ell
No. 34 is located within Arizona City, however the water quality does not meet SDWA standards for
arsenic." The Company plans on constructing an arsenic removal facility ("ARF") for Penal Valley
water system W/ell No. 34 to reduce arsenic levels to comply with SDWA standards. The Company
anticipates the project will be completed by the end of 2016 at an estimated cost of $3.4 million.

In Decision No. 73144 the Commission authorized the Company to make new ACRM
Filings for new arsenic treatment plants and upgrades to existing plants in its Western Group. The
Company requests continuation of the ACRM to recover die costs to construct and operate the
ARF at Well No. 34. The Company also requests continuation of the ACRM to recover the cost of
odder arsenic removal facilities. Specifically, the ARF's at Valley Farms Well No 2 and at Pinal
Valley Well No. 13 and the Point of Use ("POU") devices at the Coolidge Airport. The ARF at
Valley Farms was completed and in service July 2015. The ARF at Well No. 13 and POU devices
are not complete but the .Company anticipates completion by the end of 2016. From an engineering
point of view, Staff believes that the installations of the AR.F's and POU devices are necessary. See

34 Direct Testimony of Mr. Schneider, page 107.
as The arsenic level of Well No. 34 is approximately 50 ppb.



Year No. of Customers Customers
Added/Year

._.....r

Annual Fees Cumulative Fees

2016 2,657 329* 340,000 340,000
2017 2,800 143 357,500 697,500
2018 2,951 151 377,500 1,075,000
2019 3,110 159 397,500 1,472,500
2020 3,278 168 420,000 1,892,500
2021 3,455 177 442,500 2,335,000
2022 3,642 187 467,500 2,805,500

Number of New Connections added
since 2014

1,314 01' 43%
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Briton Baxter testimony, ACC Public Utilities Analyst IV, for Staffs recommendation of the ACRM
continuance.

VII. OFF-SITE FACILITIES FEE TARIFF

While Tan/e water 9/Item

In its W/hite Tank 2015 CAP Use Plan ("WT 2015 CAP Plan") filed on August 7, 2015 in
this docket, the Company outlines its plan to deliver CAP water to its customers through the White
Tank Underground Recharge and Recovery Facility ("URRF") the Company plans on constructing.
In the rate application, the Company requested an Off-Site Facilities Fee ("OSFF") of $2,500 for
each new residential service connection vln'th a 5/8 x 3/4-inch meter and 3/4-inch meter in its White
Tank water system. The fee increases for larger meter sizes; The OSPF will equitably apportion the
costs of constructing off-site facilities needed to provide water production, treatment, delivery,
recharge and recovery, storage and pressure facilities among all new White Tank customers whose
water supply requirements make these facilities necessary. More specifically, the fee will be used to
fund the Company's White Tank URRF. The Company holds a Central Arizona Project ("CAP")
water allocation totaling 968 acre-feet per year. The Company's estimated cost to construct the
URRF is $2.641 million and anticipate to be in-service by late 2018. The fee will be applicable to all
new service connections in the White Tank service area." The Company based the OSFF on the
following table.

Table ]. Estimated New Customers Required

Note*: Company estimates that the water system will add 329 new connections bathe end of 2016 over the
2014 tot2.l.

Based on the Company's estimated cost of $2.641 million to fund the Company's Vhite
Tank URRF, Staff concludes that the proposed Facilities Fee of $2,500 for a 5/8" X 3/4" meter is

36 Direct Testimony of Mr. Joseph D. Harris ("Mr. Harris"), ARC Vice President and Treasurer, page 10. Exhibit JDH-
4 shows the estimated funds needed by meter size and a projection of the amount to be collected and expended to
construct the necessary off-site facilities. i
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reasonable. Staff recommends adoption of .the White Tank 2015 CAP Use Plan and Off-site
Facilities Fee Tariff attached as Exhibit A.

Pima/ Va//gy wafer9/Mew (CAP Water)

In Decision No. 73144 the Company was granted an Off-site Facilities Fee ("Facilities Fee")
of $3,500 for each new service connection with a 5/8 X 3/4-inch meter in its Pinal Valley water
system to fund the Penal Valley regional surface water treatment plant ("PV CAP Plant") and the
necessary transmission and distribution mains, storage tanlsts and booster systems needed to treat,
store and pump water in order to meet the needs of future growth in this area. The Company
estimated cost to design and construct Pined Valley CAP treatment Plant, with a treatment capacity
of the 10 million gallon per day37, and all related infrastructure facilities is $94 million."

In its Pinar Valley 2015 CAP Use Plan ("2015 CAP Plan") Hled OD August 7, 2015 in this
docket the Company updated the 2006 CAP Use Plan. The 2015 CAP Plan outlines the Company's
plan to deliver CAP water to its customers through its Pinar Valley Recharge and Recovery Facility
("PVRRF") it plans on constructing beginning in 2016. Prior to constructing the PVRRF the
Company will store CAP water on an interim basis at groundwater savings facilities operated by
Central Arizona Irrigation and Drainage District, Hohokam Irrigation and Drainage District and
Maricopa-Stanield Irrigation and Drainage District. The Company will utilize recovery wells to
deliver CAP water to general service customers throughout the Pinar Valley service area. The
estimated cost of the PVRRF is approximately $6 million. The Company plans on funding the
design and construction of the PVRRF primarily with OSFF. The Company requests that the OSPF
approved in Decision 73144 be revised to include PVRRF instead of the PV CAP Plant.

Based on the Company's design change from CAP water treatment to CAP water recharge
and recovery and the huge cost savings of approximately $88 million. Staff recommends the
adoption of the Pinal Valley 2015 CAP Use Plan and revised specific tariff language contained in
Exhibit B of this report.

Pima/ Va//@1_u/ater 9/stem (Fire .$`j>nln,é/en)

MeCompany is also requesting a change to the OSFF approved tariff in Decision 73144.
To accommodate residential homes with fire sprinkler systems the Company is proposing the same
OSFF for residential customers nth a 3/4~inch meter as a residential customer with a 5/8 X 3/4-
inch meter ($3,500).39 Staff concludes that the proposed OSFF change for the residential 3/4-inch
meter is reasonable as proposed and included in Exhibit B.

37Th Company's Penal Valley service area has a combined annual CAP allocation of 10,884 acre-feet.

38 The Company's 2014 cost estimate is $94 million and $82 million in its 2010 test year Western Group rate case, the
initial 2006 cost estimate ranged from $34 to $66 million.
39 Direct Testimony of Mr. Harris, page 13 and DRAFT Off-Site W ater Facilities Fee Table, page 2 of 4, Section ]DH-7.
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TARIFF SCHEDULE

UTILITY: Arizona Water Company
r

(White Tank water system)
DOCKET no. W-01445A-15-0277

DECISION NO.
EFFECTIVE DATE:

OFF-SITE FACILITIES FEE

1. Purpose andApplicability

The purpose of the off-site facilities fees payable to Arizona Water Company ("the Company")
pursuant to this tariff is to equitably apportion the costs of constructing additional off-site facilities
necessary to provide water production, treatment, delivery, recharge, recovery, storage and pressure
among all new service connections. These charges are applicable to all new service connections
established after the effective date of this tariff undertaken via Main Extension Agreements or
requests for service not requiring a Main Extension Agreement The charges are one-time charges
and are payable as a condition to Company's establishment of service, as more particularly provided
below.

11. Definitions

Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona
Corporation Commission's ("Commission") rules and regulations governing water utilities shall
apply in interpreting this ta.riffschedde. .

"Applicant" means any party entering into an agreement with Company for the installation of water
facilities to serve new service connections, and may include Developers and/or Builders of new
residential subdivisions and/or commercial and industrial properties.

"CAP Water" means water from the Central Arizona Project provided directly or indirectly to the
Company.

"Company" means Arizona Water Company.

"Main Extension Agreement" means any agreement whereby an Applicant agrees to advance the
costs of the installation of water facilities necessary to the Company to serve new service
connections within a development, or installs such water facilities necessary to serve new service
connections and transfer ownership of such water facilities to the Company, which agreement shall
require the approval of the Commission pursuant to A.A.C. R-14-2-406, and shall have the same
meaning as "Water Facilities Agreement" or "Line Extension Agreement."

"Off-site Facilities" means water treatment facilities, including treatment of CAP Water and other
available water supplies, recharge and recovery facilities, storage tanks and related appurtenances and
equipment necessary for proper operation of such water treatment facilities, including engineering
and design costs. Offsite facilities may also include booster pumps, wells for recovery of stored
CAP water or other groundwater supplies, pressure tanks, transmission mains and related



OFF-SITE FACILITIES FEE TABLE

Total Fee

Meter Size Size Factor Residential All Other Classes
5/8" X 3/4 cc 1 $2,500 $2,500

3/4"
1.5 $2,500 $3,750

1 "
2.5 $6,250 $6,250

c¢1-1/2 5 $12,500 $12,500
8 $20,000 $20,000

16 $40,000 $40,000
25 $62,500 $62,560

6" or Myer 50 $125,000 $125,000
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appurtenances and equipment necessary for proper operation of such facilities if these facilities are
not for the exclusive use of the applicant and will benet the entire water system.

"Service Connection" means and includes all service connections for single-family residential or
cormnercial, industrial other uses, regardless of meter size.

111. Off-Site Water Facilities Fee

For each new service connection, the Company shall collect an off-site facilities fee derived from the
following table:

IV. Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Fee: The off-site facilities fee may be assessed
only once per parcel, service connection, or lot a subdivision (similar to meter and service line
installation charge). These charges are not applicable to additional service connections that are
established as back-up connections, under the condition that these service connections are not to be
used at the same time

(B)
items of off-site facilities, or for repayment of loans obtained to fund the cost of installation of off-
site facilities. Off-site facilities fees shall not be used to cover repairs, maintenance, or operational
costs. The Company shall record amounts collected under tariff as Contributions in Aid of
Construction ("CIAC"), however, such amounts she not be deducted from rate base until such
amounts have been expended for utility plant,

Use of Off-Site Facilities Fee: Off-site facilities fees may only be used to pay for capital

(C) Time of Payment:

1) For those requiring a Main Extension Agreement: In the event that the Applicant is required
to enter into a Main Extension Agreement, whereby the Applicant agrees to advance the
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costs of installing mains, valves, Fittings, hydrants and other on-site improvements or
construct such improvements in order to extend service in accordance with R-14-2-406(B),
payment of the facilities fees required hereunder shall be made by the Applicant no later
than 15 calendar days after receipt of notlcation from the Company that the Utilities
Division of the Arizona Corporation Cormnission has approved the Main Extension
Agreement in accordance with R-14-2-406(M).

2) For those connecting to an existing main:In the event that the Applicant is not required to
enter into a Main Extension Agreement, the facilities fee charges hereunder shall be due and
payable at the time the meter and service line installation fee is due and payable.

_ Company and Applicant may agree to
construction of off-site facilities necessary to serve a particular development by Applicant, which
facilities are then conveyed to Company. In that event, Company shall credit the total cost of such
off-site facilities as an offset to off-site facilities fees due under this Tariff If the total cost of the
off-site facilities constructed by Applicant and conveyed to Company is less than the applicable off-
site facilities fees under this Tariff, Applicant shall pay the remaining amount of off-site facilities fees
owed hereunder. If the total cost of the off-site facilities contributed by Applicant and conveyed to
Company is more than the applicable off-site facilities fees under this Tariff, Applicant shall be
refunded the difference upon acceptance of the off-site facilities by the Company.

(D) Off-Site Facilities Construction By Developer:

(E) Failure to Pay Charges: Delinquent Payments: The Company will not be obligated to make
an advance commitment to provide or actually provide water service to any Applicant in the event
that the Applicant has not paid in full all charges hereunder. Under no circumstances will the
Company set a meter or otherwise allow service to be established if the entire amount of any
payment due hereunder has not been paid.

Large Subdivision and/or Development Projects: In the event that the Applicant is engaged
in the development of a residential subdivision and/or development containing more than 150 lots,
the Company may, in its discretion, agree to payment of off-site facilities fees in installments. Such
installments may be based on the residential subdivision and/or development's phasing, and should
attempt to equitably apportion the payment of charges hereunder based on the Applicant's
construction schedule and water service requirements. In the alternative, the Applicant shall post an
irrevocable letter of credit in favor of the Company in a commercially reasonable form, which may
be drawn by the Company consistent with the actual or planned construction and facilities schedule
for the subdivision and/or development.

(G) Off-Site Facilities Fees Non-refundable: The amounts collected by the Company as off-site
facilities fees pursuant to the off-site facilities fee tariff shall be non-refundable contributions in aid
of construction.

(H) Use of Off-Site Facilities Fees Received: A11 funds collected by the Company a. off-site
facilities fees shall be deposited into a separate interest bearing bank account and used solely for the
purposes of paying for the costs of installation of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities that will benefit the entire water system.
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(I) Off-Site Facilities Fee in Addition to On-site Facilities: The off-site facilities fee shall be in
addition to any costs associated with the construction of on-site facilities under a Main Extension
Agreement

Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to this tariff, or if the off-site facilities fee tariff has
been terminated by order of the Arizona Corporation Commission, any funds remaining in the bank
account shall be refunded. The manner of the refund shall be determined by the Commission at the
time a refund becomes necessary.

0)

Fire Flow Requirements: In the event the Applicant for service has Ere How requirements
that require additional facilities not covered by this" tariff, such additional facilities shall be
constructed under a separate Main Extension Agreement as a non-refundable contribution and shall
be in addition to the off-site facilities fee.

(L) *
year off-site facilities fee status report each January 31" to Docket Control for the prior twelve (12)
month period, beginning January 31, 2017, until the off-site facilities fee tariff is no longer in effect.
This status report shall contain a list of all customers that have paid the off-site facilities fee, the
amount each has paid, the physical location/address of the property in respect of which such fee
was paid, the amount of money spent from the account, the amount of interest earned on the funds
within the tariff account, and a list of all facilities that have been installed with the tariff funds during
the 12 month period.

Status Reporting Requirements to the Commission: The Company shall submit a calendar
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TARIFF SCHEDULE

UTILITY: Arizona Water Company
Penal Valley (Casa Grande, Coolidge & Stanfield)
DOCKET NO. W-01445A-15-0277

DECISION NO.
EFFECTIVE DATE:

OFF-SITE FACILITIES FEE

1. Purpose andApplicability

The purpose of the off-site facilities fees payable to Arizona Water Company ("the Company")
pursuant to this tariff is to equitably apportion the costs of constructing additional off-site facilities
necessary to provide water production, treatment, delivery, recharge, recovery, storage and pressure
among all new service connections. These charges are applicable to all new service connections
established after the effective date of this tariff undertaken via Main Extension Agreements or
requests for service not requiring a Main Extension Agreement. The charges are one-time charges
and are payable as a condition to Company's establishment of service, as more particularly provided
below.

11. Definitions

Unless the context otherwise requires, the definitions set forth R-14-2-401 of the Arizona
Corporation Commission's ("Cormnission") rules and regulations governing water utilities shall
apply in interpreting this tariff schedule. .

"Applicant" means any party entering into an agreement vldth Company for the installation of water
facilities to serve new service connections, and may include Developers and/or Builders of new
residential subdivisions and/or commercial and industrial properties.

"CAP Water" means water from the Central Ariizona Project provided directly or indirectly to the
Company.

"Company" means Arizona Water Company.

"Main Extension Agreement" means any agreement whereby an Applicant agrees to advance the
costs of the installation of water facilities necessary to the Company to serve new service
connections within a development, or installs such water facilities necessary to serve new service
connections and transfer ownership of such water facilities to the Company, which agreement shall
require the approval of the Commission pursuant to A.A.C. R-14-2-406, and shall have the same
meaning as "Water Facilities Agreement" or "Line Extension Agreement."

"Off-site Facilities" means water treatment facilities, including treannent of CAP Water and other
available water supplies, recharge and recovery facilities, storage tanks and related appurtenances and
equipment necessary for proper operation of such water treatment facilities, including engineering
and design costs. Offsite facilities may also include booster pumps, wells for recovery of stored
CAP water or other groundwater supplies, pressure tanks, transmission mains and related



OFF-SITE FACILITIES FEE TABLE

Total Fee

Meter Size Size Factor Residential All Other Classes
5/8" X 3/4<4 1 $3,500 $3,503

3/4"
1.5 $3,500 $3,560
2.5 $8,750 $8,750

c c1-1/2 5 $17,500 $17,500
8 $28,000 $28,000

3 " 16 $56,000 $56,000
25 $87,505 $87,500

6" or larger 50 . $175,0c5 $175,000
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appurtenances and equipment necessary for proper operation of such facilities if these facilities are
not for the exclusive use of the applicant and will benefit the entire water system.

"Service Connection" means and includes all service connections for single-family residential or
commercial, industrial other uses, regardless of meter size.

111. Off-Site Water Facilities Fee

For each new service connection, the Company shall collect an off-site facilities fee derived Bzorn the
following table:

w. Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Fee: The off-site facilities fee may be assessed
only once per parcel, service connection, or lot a subdivision (similar to meter and service line
installation charge). These charges are not applicable to additional service connections that are
established as back-up connections, under the condition that these service connections are not to be
used at the same time.

(B) Use of Off-Site Facilities Fee: Off-site facilities fees may only be used to pay for capital
items of off-site facilities, or for repayment of loans obtained to fund the cost of installation of off-
site facilities. Off-site facilities fees shall not be used to cover repairs, maintenance, or operational
costs. The Company shall record ainounts collected under tariff as Contributions in Aid of
Construction ("CIAC"), however, such amounts shall not be deducted from rate base until such
amounts have been expended for utility plant.

(C) Time of Payment:

1) For those requiring a Main Extension Agreement: In the event that the Applicant is required
to enter into a Main Extension Agreement, whereby the Applicant agrees to advance the
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costs of installing mains, valves, Fittings, hydrants and other on-site improvements or
construct such improvements in order to extend service in accordance with R-14-2-406(B),
payment of the facilities fees required hereunder shall be made by the Applicant no later
than 15 calendar days after receipt of notification from the Company that the Utilities
Division of the Arizona Corporation Commission has approved the Main Extension
Agreement in accordance with R-14-2~406(M).

2) For those connecting to an existing main:In the event that the Applicant is not required to
enter into a Main Extension Agreement, the facilities fee charges hereunder shall be due and
payable at the time the meter and service line installation fee is due and payable.

(G) ¢
construction of off-site facilities necessary to serve a particular development by Applicant, which
facilities are then conveyed to Company. In that event, Company shall credit the total cost of such
off-site facilities as an offset to off-site facilities fees due under this Tariff. If the total cost of the
off-site facilities constructed by Applicant and conveyed to Company is less than the applicable off-
site facilities fees under this Tariff, Applicant shall pay the remaining amount of off-site facilities fees
owed hereunder. If the total cost of the off-site facilities contributed by Applicant and conveyed to
Company is more than the applicable off-site facilities fees under this Tariff, Applicant shall be
refunded the difference upon acceptance of the off-site facilities by the Company.

Off~Site Facilities Construction By Developer: Company and Applicant may agree to

Failure to Pay Charges: Delinquent Payments: The Company will not be obligated to Make
an advance commitment to provide or actually provide water service to any Applicant in the event
that the Applicant has nonpaid in full all charges hereunder. Under no circumstances will the
Company set a meter or otherwise allow service to be established if the entire amount of any
payment due hereunder has not been paid.

(1> *
in the development of a residential subdivision and/or development containing more than 150 lots,
the Company may, in its discretion, agree to payment of off-site facilities fees in installments. Such
installments may be based on the residential subdivision and/or development's phasing, and should
attempt to equitably apportion the payment of charges hereunder based on the Applicant's
construction schedule and water service requirements. In the alternative, the Applicant shall post an
irrevocable letter of credit in favor of the Company in a commercially reasonable form, which may
be drawn by the Company consistent with the actual or planned construction and facilities schedule
for the subdivision and/or development.

Large Subdivision and/or Develonrnent Projects: In the event that the Applicant is engaged

(G) Off-Site Facilities Fees Non-refundable: The amounts collected by the Company as off-site
facilities fees shall be non-refundable contributions in aid of construction.

(H) Use of Off-Site Facilities Fees Received: All funds collected by the Company as off-site
facilities fees shall be deposited into a separate interest bearing bank account and used solely for the
purposes of paying for the costs of installation of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities that will benefit the entire water system.

\min
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Page 4

(I) Off-Site Facilities Fee in Addition to On-site Facilities: The off-site facilities fee shsl]1 be in
addition to any costs associated with the construction of on-site facilities under a MM Extension
Agreement

Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to the off-site facilities fees, or if the off-site facilities
fee has been terminated by order of the Arizona Corporation Commission, any funds remaining in
the bank account shall be refunded. The manner of the refund shall be determined by the
Commission at the time a refund becomes necessary.

<1<> *
that require additional facilities not covered by this tariff, such additional facilities shall be
constructed under a separate Main Extension Agreement as a non-refundable contribution and shall
be in addition to the off-site facilities fee.

Fire Flow Requirements: In the event the Applicant for service has Ere How requirements

(L) A.
year off-site facilities fee status report each January 31" to Docket Control for the prior twelve (12)
month period, beginning January 31, 2017, until the facilities fee tariff is no longer in effect. This
status report shall contain a list of all customers that have paid the off-site facilities fee, the amount
each has paid, the physical location/address of the property in respect of which such fee was paid,
the amount of money spent from the account, the amount of interest earned on the funds within the
tariff account, and a list of all facilities that have been installed with the tariff funds during the 12
month period.

Status Reporting Requirements to the Commission: The Company shall submit a calendar
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EXECUTIVE SUMMARY
ARIZONA WATER COMPANY
DOCKET no. W-01445A-15-0277

Frank Snails's testimony discusses Utilities Division Staffs ("StafF') review of Arizona
Water Company's ("ARC" or "Company") Western Group Cost of Service Study ("COSS") for the
rate case filed with the Arizona Corporation Commission ("Commission"), and presents the results
of S'rafFs analysis.

Based on its review of ARC's COSS, Staffs conclusions and recommendations are as
follows:

1. It is Staffs conclusion that ARC performed the COSS consistent with the
methodology generally accepted in the industry, and developed all of the allocation
factors appropriately.

2. Staff filmer concludes that, based on the evaluation of the COSS model utilized by

ARC, the results of the COSS are satisfactory.

3. Staff recommends dirt AW/C's COSS allocations and factors be accepted as
reasonable in the pending case. The G-1 and G-2 schedules for Penal Valley, White
Tank and Ago water systems are listed under the attached Exhibit 1.

ll\
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l

1 1. INTRODUCTION

2 Q. Please state your name, place of employment and job title.

3 A.

4

5

My name is Frank M. Snnaila. My place of  employment is the Arizona Corporation

Commission ("Commission"), Utilities Division, 1200 West WaslNngton Street, Phoenix,

Arizona 85007. My job title is Water/Wastewater Engineer.

6

7 Q. How long have you been employed by the Commission?

8 A. I have been employed by the Commission since January 2015.

9

10 Q. Please list your duties and responsibilities.

11 A.

12

13

14

As a Water/Wastewater Engineer, specializing in water and wastewater engineering, I inspect

and evaluate water and wastewater systems; obtain data, prepare reports; suggest corrective

action, provide technical recommendations on water and wastewater system deicienciesg and

provide written and oral testimony on rate and other cases before the Commission.

15

16 Q. How many cases have you analyzed for the Utilities Division?

17 A. I have analyzed 9 cases to date covering various responsibilities for the Utilities Division plus

18

19

over a dozen nnaindine extension agreements.

20 Q. What is your educational background?

21 A.

22

23 University.

24

I have a Bachelor of Science degree in Civil Engineering from the University of Pittsburgh at

Johnstown and a Master of Science degree in Mineral Processing from Pennsylvania State

I attended the National Association of Regulatory Utility Commissioners

("NARUC") Utilities Rate School. I also attended the American Water Works Association

25 ("AWWA") Financial Management Seminar.

26

f un
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1 Q. Briefly describe your pertinent work experience.

2 A.

3

4

5

6

7

8

9

10

11

Prior to my employment with the Commission, I was an environmental engineering specialist

with the Arizona Department of Environmental Quality ("ADEQ") for nine years. My

responsibilities with ADEQ included review of projects for the construction of water

facilities. Prior to that, I worked in the Federal Projects Section at ADEQ where I reviewed

and developed engineering plans and specifications for proposed remediation of hazardous

substances at Federal and State Superfund sites, and the Department of Defense sites. Prior

to than I worked as a project manager with the Arizona Department of Administration

("ADOA") providing administration management of Inmate Construction Program ("ICE").

Prior to that, I worked as a project manager at an environmental consulting firm, Brown and

Caldwell, where I provided management of soil remediation and water supply rehabilitation

12

13

projects. Prior to that, I worked as the chief engineer at the Pinto Valley Copper Mine,

Magma Copper Company and later :Broken Hi l ls Proprietary, where I managed the

14 Company's engineering department.

15

16 Q. Did Staff perform an analysis of the application that is the subject of this proceeding?

17 A. Yes, Staff reviewed the Company's Cost of Service Study ("COSS").

18

19 Q. What is the purpose of this Direct Testimony?

20 A.

21

22

The purpose is to discuss Staffs review of Arizona Water Company ("ARC" or "Company")

Western Group COSS for the rate case, and present the results of this review for the Penal

Valley, White Tank and Ago water systems.

23
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I

1 11. COST OF SERVICE STUDY - REVIEW PROCESS

2 Q. What does the COSS signify?

3 A. There are three steps in performing the COSS. They are: 1) Functionalization; 2)

4

5

6

7

C1assi8cation; and 3) Allocation. First, the COSS enables us to determine the system cost of

service by classifying the us]ity's costs (investments and expenses) by function, such as

commodity-related, demand-related, customer-related, and direct Ere-related functions.

Customer-related functions are further broken down into customers and customer services.

8

9

10

Second, the study breaks down these costs by customer classes to reflect as closely as possible

the cost causation by respective customer classes. Third, the results of the COSS provide a

benchmark for the revenues needed from eachcustomer category by appropriately allocating

11 the revenue requirement for each customer class.

12

13 Q. Is there a standard COSS Model?

14 A.

15

16

17

There is no standard methodology for designing a COSS, but it is generally advisable to

follow a range of alternatives to identify which allocations are more reasonable than others.

For that reason, the COSS should be used as a general guide only and as one of many

considerations in designing rates.

18

19 Q. Did Staff conduct aseparate independent COSS?

20 A. No, Staff did not conduct a separate independent COSS.

21

22 Q. What was the process Staffused in reviewing the Company's COSS?

23 A.

24

25

26

Staff reviewed ARC's overall COSS methodology, which is the Commodity-Demand

methodology as outlined in the American Water Works Association Manual MI, "Principles

of Water Rates, Fees, and Charges". The Commodity-Demand Method breaks down the

costs of providing water serviceinto four primary cost components: commodity costs (costs
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1

2

3

4

5

6

7

8

9

10

11

that tend to vary with the amount of water used by the customers), demand costs (costs

associated with peak use/demand), customers costs (costs not associated with water use, such

as billing), and direct Ere protection costs. Staff then reviewed the Cost of Service G

Schedules reflecting various allocation factors (for Commodity, Demand, Customer, and

Direct: Private Fire) in COSS. Next, staff reviewed the Company's Test Year data ending

December 31, 2014, and incorporated Staffs rate base, revenues, and expense adjustments in

its Blind of March 18, 2016. Staff adjustments to rate base, revenues, and expenses were

incorporated in the appropriate G Schedules in this filing. The modified G Schedules G-1

and G-2 are attached under Exhibit 1 for each District. The G-1 Schedules represent present

rates using Staffs adjusted test year amounts, and the G-2 Scheddes include the impacts of

Staff's recommended revenue increase.
\

12

13 Q. In previous rate cases, did the Company complete a COSS?

14 A. Yes. For their Northern, Eastern and Western Groups.

15

16 Q. Were there any differences between the previous COSS's and current COSS?

17 A. Yes. Plant Accounts such as Water Rights, Source of Supply Land, General Plant Land,

18

19

20

General Plant Structures and Intangible Plant; and Operating Expenses such as Other Source

of Supply Expenses and Customer Accounting Expenses were allocated differently than

previous COSS's. The Company provided explanations to all changes and the explanations

21 seem reasonable.

22

23 Q. Did the Company change any other factors from previous COSS's?

24 A.

25

26

Yes. In the Company's previous cases for the Northern, Eastern and Western Groups the

Company used meter capacity ratios to calculate Demand Allocation Factors ("DAF"). The

Company believes that using meter capacity ratios can be misleading if customers do not use
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v

1

2

3

4

the full capacity of their meter/service connection size'. In this case, the Company used

Coincident Peak ("CP") to. calculate DAF which the Company believes better represent the

actual peak demands. The Company calculated CP based on the percentage of total water

sales to each customer class. Staffbelieves that utilizing CP to calculate DAF is reasonable.

5

6 111. CONCLUSIONS AND RECOMMENDATIONS

7 Q.

8

Based upon your testimony, what are Staffs conclusions and recommendations

regarding the Cost of Service Study?

9 A. Based on the review of ARC's COSS, Staffs conclusions and recommendations are as

10 follows:

11

12 1. It is Staffs conclusion that ARC performed the COSS consistent with the

13

14

methodology generally accepted in the industry, and developed the allocation factors

appropriately.

15

16 2.

17

Staff furtiaer concludes that,based on the evaluation of the COSS model utilized by

ARC, the results of the COSS are satisfactory.

18

19 3.

20

21

Staff recommends that AW/C's COSS allocations and factors be accepted as

reasonable in the pending case. The G-1 and G-2 schedules for Penal Valley, White

Tank and Ago water systems are listed under the attached Exhibit 1.

22

23

24 Staff may make different

25

Staffs conclusions are limited to the specific facts of this case and do not create any

precedent regarding Cost of Service Studies generally.

recornrnendations in other cases.

1 Explanation of COS fictionalization, emdl from Joel Reiter, dated February 23, 2016.
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1

2 Q. Does this conclude your Direct Testimony?

3 A. Yes, it does.

i

III
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BEFORE THE ARIZONA CORPORATION COMMISSION

DOUG LITTLE
Chairman

BOB STUMP
Commissioner

BOB BURNS
Commissioner

TOM FORESE
Commissioner
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EXECUTIVE SUMMARY
ARIZ ONA WATER COMPANY
DOCKET no. W-01445A-15-0277

Mr. Parse]l's Direct Testimony provides an estimate of the cost of capital for Arizona Water
Company's Western Group. His cost of capital recommendation is as follows:

Long-Term Debt
Common Equity

Total

Percent

46 .31 %
53.69%
100.00%

Cost

6.82%
8.6-9.5%

Return

3. 16%
4.62-5.10%

7.78-8.26% (8.02% Midpoint)

The only difference between Mr. Parcel's cost of capital recommendations and the
recommendations of Arizona Water Company's cost of capital witness (Pauline Ahem) is the cost of
common equity. Mr. Parcels recommends a cost of equity of 8.6 percent to 9.5 percent whereas Ms.
A fern recommends a 10.75 percent cost of equity.

Mr. Parcell's cost of equity recommendation is based upon his application of the following
three cost of equity models:

Discounted Cash Flow l"DcF")
Capital Asset Pricing Model ("CAPM")
Comparable Earnings ("CE")

Range
8.1-8.6%

6.6%
9.0-10.0%

Midpoint
8.35%
6.6%

9 .5()%

Mr. Purcell's 8.6 percent to 9.5 percent cost of equity recommendation reflects the midpoint
results of his DCF and CE analyses. His recommendation does not directly incorporate the CAPM
results, which are lower; however, the CAPM results are an appropriate indicator of the continuing
decline in the costs of capital, including the cost of equity.

Mr. Parcell's testimony also demonstrates that Ms. A fern's cost of equity analyses
significantly over-state the cost of equity for water utilities, including Arizona Water Co. Most of
her analyses axe shown to systematically upward bias the cost of equity at the current time. In
addition, Mr. Parcels shows that Ms. Ahem's proposed "credit" risk and business risk adjustments
are not proper and should not be applied to or incorporated in the cost of equity for Arizona Water
Co,
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1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A. My name is David C. Parcels. I am President and Senior Economist of Technical Associates,

4 Inc. My business address is 1503 Santa Rosa Rd., Suite 130, Richmond, Virginia 23229.

5

6 Q. Please describe your educational background and professional experience.

7 A.

8

9

10

11

12

13

I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic Institute

and State University (Virginia Tech) and a M.B.A. (1985) from Virginia Commonwealth

University. I have been a consulting economist aim Technical Associates since 1970. I have

provided cost of capital testimony in public utility ratemaking proceedings, dating back to

1972. In connection with this, I have previously filed testimony and/or testified in over 525

utility proceedings before more than 50 regulatory agencies in the United States and Canada.

.Attachment 1 provides a more complete description of my education and relevant work

14 experience.

15

16 Q. What is the purpose of your testimony in this proceeding?

17 A.

18

19

20

21

22

I have been retained by the Arizona Corporation Commission ("Commission") Utilities

Division ("Staff") to evaluate the cost of capital aspects of the current Blind of Arizona Water

Company ("ARC" or "Company"). I have performed independent studies and am making

recommendations of the current cost of capital for ARC. In addition, since ARC is a

subsidiary of Utility Investment Company ("UIC"), I have also evaluated this entity in my

analyses.

23

24 Q. Have you prepared an exhibit in support ofyour testimony?

25 A.

26

Yes, I have prepared one exhibit, made up of fourteen scheddes, identified as Schedde 1

through Schedule 14. These schedules were prepared either by me or under my direction.

I
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1 SUMMARY OF TESTIMONY AND RECOMMENDATIONS

2 Q. What are your recommendations in this proceeding?

3 My overall cost of capital recommendation for ARC is shown on Schedule 1 and is

4 summarized as follows:

5

Item
Long-Term Debt
Common Equity

Total

%
46.31% --
53.69%
100.00%

Cost
6.82%
8.6-9.5%

Weighted
Cost
3. 16%
4. 62-5 n 10%
7.78-8.26%

(8.02° /o Midpoint)

6

7 Q. Please summarize your analyses and conclusions.

8 A.

9

10

11

This proceeding is concerned with ARC's regulated water utility operations in its Western

Group Service areas. My analyses concern the Company's total cost of capital ("COC"). The

first step in performing these analyses is to develop the appropriate capital structure. ARC

proposes use of its actual December 31, 2014 test year capital structure, which contains 53.69

12 percent common equity. I also use this capital structure.

13

14 The second step in a cost of capital calculation is to determine the embedded cost rate of

15 debt. I use ARC's proposed 6.82 percent cost rate for long-term debt @.e., test year).

16

17

18

19

The third step in the COC calculation is to estimate the return on common equity ("ROE").

I employ three recognized methodologies to estimate ARC's ROE, each of which I apply to

a proxy group of water utilities. These three methodologies and my Endings are:

20

A.

Methodology
Discounted Cash Flow ("DCF")
Capital Asset Pricing Model ("CAPM")
Comparable Earnings ("CE")

Range _
8.1%-8.6% (8.35% mid-point)
6.6%
9.0%-10.0° /o (9.50% mid-point)
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1

2

3

Based upon these finding, I conclude that ARC's ROE is within a range of 8.6 percent to 9.5

percent (9.05 percent mid-point), which is based upon the range of the results for the DCF

and CE mode1s.1 I recommend the mid-point of this range, of 9.05 percent, as the ARC's

4 ROE.

5

6 Combining these three steps into the weighted COC results in an overall rate of return range

7 of 7.78 percent to 8.26 percent (8.02 percent mid-point which incorporates 9.05 percenta

8 RQE).

9

10 ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES

11 Q.

12

What are the primary economic and legal principles that establish the standards for

determining a fair rate of return for a regulated utility?

13 Public utility rates are nonnally established in a manner designed to allow the recovery at

14 This is frequently referred to as "cost of service"

15

16

their costs, including capital costs.

ratemaking. Rates for regulated public utilities traditionally have been przirnarily established

using the "rate base rate of retLmr:1" concept. Under this method, utilities are allowed to

17

18

19

recover a level of operating expenses, taxes, and depreciation deemed reasonable for rate-

setting purposes, and are granted an opportunity to earn a fair rate of return on the assets

utilized (i.e. rate base) in providing service to their customers.

20

21

22

The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

and the rate of return is developed form the liabilities/owners' equity side of the balance

23 Thus, the revenue impact of the cost of capital is delved by

24

sheet as a percentage.

multiplying the rate base by the rate of return, including income taxes.

25

1 As I indicate in a later section, my ROE recommendation does not directly incorporate the CAPM results,
believe to be somewhat low at this time, relative to the DCF and CE results. which I

III

A.
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1

2

3

4

The rate of return is developed from the cost of capital, which is estimated by weighting the

capital structure components (i.e. debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these values by their cost rates. This is

also known as the weighted cost of capital.

5

6

7

8

Technically, "fair rate of return" is a legal and accounting concept that refers to an ex post

(after the fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected, or required, return on

9 In regulatory proceedings, however,  the two terms are of ten used

10

a capital base.

interchangeably, and I have equated the two concepts in My testimony.

11

12

\

1

. 1-3

14

15

From an economic standpoint, a fair rate of return is normally interpreted to mean that an

efficient and economically managed utility will be able to maintain its financial integrity,

attract capital, and establish comparable returns for similar risk investments. These concepts

are derived from economic and financial theory and are generally implemented using fmanciad

16 models and economic concepts.

17

18

19
.

20

Although I am not a lawyer and I do not offer a legal opinion, my testimony is based on my

understanding that two United States Supreme Coup decisions prov ide the controll ing

standards for a fair rate of  return. The Erst decision is Blueield W ater W orks and

21

22

Improvement Co. v. Public Serf. Com1:n'n of West Virginia, 262 U.S. 679 (1923). In this

decision, the Counstated:

23

24
25
26
27
28
29

The annual rate that will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and enlightened
judgment, having regard to all relevant facts. A public utility is entitled to
such rates as will permit it to earn a return on the value of the property which
it employs for the convenience of the public equal to that generally being
made at the same time and in the same general part of the country on
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1
2
3
4
5
6
7
8
9

10

investments i n other business undertakings which are attended by
corresponding risks and uncertainties; but it has no constitutional right to
pro8ts such as are realized or anticipated in highly profitable enterprises or
speculative ventures. The return should be reasonably sufficient to assure
confidence in the Financial soundness of the utility, and should be adequate,
under eff icient and economical management, to maintain and support its
credit and enable it to raise the money necessary for the proper discharge of
its public duties. A rate of return may be reasonable at one time, and become
too high or too low by changes affecting opportunities for investment, the
money market, and business conditions generally.

11

12 It is generally understood that the BlueEe1d decision established the following standards for a

13 fair rate of return: comparable earnings, f inancial integrity, and capital attraction. It also

14 noted that required returns change over time, and there is an underlying assumption that the

15 utility be operated efficiently.

16

17 The second decision is Federal Power Comrn'n v. Hope Natural Gas Co., 320 U.S. 591

18 (1942). In that decision, the Court stated:

19
20
21
22
23
24
25
26
27
28
29
30

The rate-making process under the [Natural Gas] Act, i.e., the fixing of 'just
and reasonable' rates, involves a balancing of the investor and consumer
interests ... From the investor or company point of view it is important that
there be enough revenue not only for operating expenses but also for the
capital costs of the business. These include service on the debt and dividends
on the stock. By this standard the return to the equity owner should be
commensurate with returns on investments in other enterprises hav ing
corresponding risks. That return, moreover, should be sufficient to assure
confidence in the financial integrity of the enterprise, so as to maintain its
credit and to attract capital.

31 The three economic and financial parameters in the Blue field and Hope decisions

32 comparable earnings, financial integrity, and capital 2ttracdon - reflect the economic criteria

33 encompassed 'm the "opportunity cost" principle of economics. The opportunity cost

34

35

principle provides that a utility and its investors shod be afforded an opportunity (not a

guarantee) to earn a return commensurate vldth returns they could expect to achieve on i
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1

2

investments of similar risk. The opportunity cost principle is consistent with the fundamental

premise on which regulation rests, namely, that it is intended to act as a surrogate for

3 competition.

4

5

6

7

8

9

I understand that because Arizona is a "Fair Value" state, _Hope and Blue field do not set forth

the legal requirements applicable to determining fait rate of return in Arizona. In Simms v.

Round Valley Light & Power Company, 294 P.2d 378 (1956), the Arizona Supreme Court

took exception to application of the following principle in Arizona since the Constitution

mandates consideration of fair value:

10

11

12

13

14

15

16

17

18

"In the Hope case the court, in testing the reasonableness of rates fixed by the
Federal Power Commission under the Natural Gas Act, 15 U.S.C.A. Section
717 et seq., after holding that Congress had provided no formula by which
just and reasonable rates were to be determined, ruled that it was the Final
result reached and not the method used in reaching the result that was
controlling and that it was unimportant to 'determine the various permissible
ways in which any rate base on which the return is computed might be arrived
at'¢77

19

20 My testimony does not advocate that the Commission ignore the Simms holding in this

21 regard, or the fair value of ARC property, which it is required to consider under Article 15,

22 Section of the Arizona Constitution. Rather, I End the Hone and Blue field decisions can be

23 helpful in their discussion of comparable earnings, Enanciad integrity and capital attraction. I

24 note that ARC W/'itness Ahem also cites the Hone and Blue field cases as guidelines for

25 evaluating the cost of capital for the Company.

26

27 Q. IsAWC requesting a "fair value" increment to this proceeding?

28

29

No, it is not. It is my understanding that ARC maintains that its original cost rate base and

its fait value rate base a s the same for the purposes of establishing rates.

30

I'l l

A.
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1 Q. How can the Blueield and Hope parameters be employed to estimate the cost of

2 capital for a utility?

3 A.

4

5 an

6

7

8

9

10

Neither the courts nor economic/ financial theory has developed exact and mechanical

procedures for precisely detenninin8 the cost of capital. This is the case because the cost of

capital is opportunity cost and is prospective-looking, which dictates that it must be

estimated. However, there are several useful models that can be employed to assist in

estimating the ROE, which is the capital stnlcture item that is the most difficult to determine.

These include the DCF, CAPM, CE and risk premium ("RP") methods. I have not directly

employed a RP model in my analyses although, as discussed later, my CAPM analysis is a

font of the RP methodology. Each of these methodologies will be described in more demit

11 later in my testimony.

12

13 GENERAL Econ0M1c CONDITIONS

14 Q. Are economic and financial conditions important in determining the costs of capital

15 for a public utility?

16 A.

17

18

Yes. The costs of capital, for both Fixed-cost (debt and preferred stock) components and

common equity, are determined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs of

19 capital:

20

21

22

23

The level of economic activity (i.e., growth rate of the economy);

The stage of the business cycle (i.e., recession, expansion, or transition);

The level of inflation;

24 The level and trend of interest rates; and,

25 Current and expected economic conditions.

26
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1

2

3

My understanding is that this position is consistent with the Blueield decision that noted "[a]

rate of return may be reasonable at one time and become too high or too low by changes

affecting opportunities for investment, the money market, and business conditions generally."

4 Bluefield, 262 U.S. at 693.

5

6 Q. What indicators of  economic and financial activity did you evaluate in your analyses?

7 A. I examined several sets of economic statistics from 1975 to the present. I chose this time

8

9 Consideration of

10

11

12

13

period because it permits the evaluation of economic conditions over four full business

cycles, allowing for an assessment of changes in long-term trends.

economic/financial conditions over a relatively long period of time allows me to assess how

such conditions have had impacts on the level and trends of the costs of capital. This period

also approximates the beginning and continuation of active rate case activities by public

utilities, which generally began in the mid-1970s.

14

15 as a

16

17

18

19

A business cycle is commonly deaned complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient period

over which to measure levels and trends in long-tenn capital costs because it incorporates the

cyclical (i.e., stage of business cycle) influences and, thus, permits a comparison of structural

(or long-tenn) trends.

20

21 • Please describe the timeframes of the four prior business cycles and the current cycle.

22 A. The four prior complete cycles and current cycle cover the following periods:

23

Q

III l l l
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Business Cycle
1975-1982 Mar. 1975_]u1y 1981
1982-1991 Nov. 1982-July 1990
1991-2001 Mar. 1991~Mar. 2001
2001-2009 Nov. 2001-Nov. 2007
Current July 2009-
Source: National Bureau of Economic Research, "Business Cycle

Expansions and Contractions.2

Expansion Cycle Contraction Period
Aug. 1981-0ct. 1982
Aug. 1990-Mar. 1991
Apr. 2001-Nov. 2001
Dec. 2007-June 2009

1

2 Q.

3

Do you have any general observations concerning tlle recent trends in economic

conditions and their impact on capital costs over this broad period?

4 A.

5

6

7

Yes, I do. From the early 1980s until the end of 2007, the United States economy had

enjoyed general prosperity and stability. This period had been characterized by longer

economic expansions, relatively tame contractions, low and declining inflation, and declining

interest rates and other capital costs.

8

9

10

11

12

However, in 2008 and 2009, the economy declined significantly, initially as a result of the

2007 collapse of die "sub-prime" mortgage market and the related liquidity crisis in the

Financial sector of the economy. Subsequently, this financial crisis intensified with a more

broad-based decline which resulted in a dramatic decline in the U.S. Financial sector, as well as

13 many other components of the economy.

14

15

16

This decline has been described as the worst Financial crisis since the Great Depression and

has been referred to as the "Great Recession." Begirding in 2008, the U.S. and other

17

18

governments implemented unprecedented actions to attempt to correct or minimize the

scope and effects of this recession.

19

20

21

The recession reached its low point in mid-2009, when the economy began to expand again,

although at a slow and uneven rate. However, the length and severity of the recession, as well

2http:/ /www.nber.org/cycles/cyclesmain.htm].

III
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1

2

as a relatively slow and uneven recovery, indicate that the impacts of the recession have been

and will be felt for an extended period of time.

3

4 Q. Please describe recent and current economic and Financial conditions and their

5 impact on the cost of capital.

6 A.

7

8

9

10

11

One impact of the Great Recession has been a reduction in actual and expected investment

returns and a corresponding reduction in the costs of capital. This decline is evidenced by a

decline in both short~term and long-tenn interest rates and the expectations of investors and

is ref lected in ROE model results (such as DCF, CAPM and CE). Regulatory agencies

throughout the U.S. have recognized the decline in capital costs by authorizing lower ROEs

for regulated utilities.

12

13 Schedule 2 shows several sets of relevant economic and financial statistics for the cited mc

14 periods. Pages 1 and 2 contain general macroeconomic statistics; pages 3 and 4 show interest

15 rates; and pages 5 and 6 contain equity market statistics.

16

17

18

Pages 1 and 2 show that in 2007 the economy entered a significant decline, as indicated by the

growth in real (i.e., adjusted for inf ]atioi;) Gross Domestic Product ("GDP"), industrial

19 production, and an increase in the unemployment rate. This recession lasted until mid-2009,

20

21

22

making it a longer-than-normal recession, as well as a much deeper recession. Since then,

economic growth has been somewhat erratic and the economy has grown slower than the

prior expansions.

23

24

25

26

Pages 1 and 2 also show the rate of inflation. As reflected in the Consumer Price Index

("CPI"), for example, inflation rose significantly during the 1975-1982 business cycle and

reached double-digit levels in 1979-1980. The rate of inflation has declined substantially since

II
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1

2

3

4

1981. Since 2008, the CPI has been 3 percent or lower, vldth 2013 being only 1.5 percent and

2014-2015 being below 1 percent. It is thus apparent that the rate of inflation has generally

been declining over the past several business cycles. Recent and current levels of inflation are

at the lowest levels of the past 35 years, which is reflective of lower capital costs.3

5

6 Q. What have been the trends in interest rates over the four prior business cycles and at

7 the current time?

8 A.

9

10

Pages 3 and 4 of Schedule 2 show several series of interest rates. Both shop-tem; and long-

term rates rose sharply to record levels in 1975-1981 when the inf lation rate was high.

Interest rates have declined substantially in conjunction width inflation since the early 1980's.

11

12

13

14

15

16

17

18

19

From 2008 to late 2015, the Federal Reserve System ("Federal Reserve") maintained the

Federal Funds rate (i.e., short-term interest rate) at 0.25 percent, an all-time low. The Federal

Reserve recently raised it slightly to 0.50 percent. The Federal Reserve also purchased U.S.

Treasury securities to stimulate the economy.'* As seen en page 4 of Schedule 2, both U.S.

and corporate bond yields have declined to their lowest levels in the past four business cycles

and in more than 35 years. Even with the 2013-2014 "tapering" and evenmal ending of the

Federal Reserve's Quantitative Easing program, interest rates have remained low. Currently,

both government and corporate lending rates remain at historically low levels, again reflective

20 of lower capital costs.

21

3 The rate of inflation is one component of interest rate expectations of investors, who generally expect to receive a return
in excess of the rate of inflation. Thus. a lower rate of inflation has a downward impact on interest rates and other capital
costs.
4 This is referred to as Quantitative Easing, in which the Federal Reserve initially purchased some $85 billion of U.S.
Treasury SecuriUes per month in order to stimulate the economy. The Federal Reserve eventually "tapered" its purchase
of U.S. Treasury securities through October 2014, at which time Quantitative Easing ended.
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1 Q- What does this schedule show for trends of common share prices?

2 A.

3

4

5

6

7

8

9

Pages 5 and 6 of Schedule 2 show several series of common stock prices and ratios. These

indicate that stock prices were essentially stagnant during the high inflation/high interest rate

environment of the late 1970s and early 1980s. The 1983-1991 business cycle and the more

recent cycles witnessed a significant upward trend in stock prices. The beginning of the

recent financial crisis saw stock prices decline precipitously, as stock prices in 2008 and early

2009 were down s 8candy from peak 2007 levels, reflecting the Financial/economic crisis.

Beginning in the second quarter of 2009, prices recovered substantially and ultimately reached

and exceeded the levels achieved prior to the "crash". On the other hand, recent equity

markets have been somewhat volatile.10

11

12 Q. What conclusions do you draw from your discussion of economic and financial

!
I 13 conditions?

14

15

16

17

18

19

20

21 on

22

23

Recent economic and financial circumstances have differed from any that have prevailed

since at least the 1930s. The late 2008-early 2009 deterioration in stock prices, the decline in

U.S. Treasury bond yields, and an increase in corporate bond yields were evidenced in the

then-evident "flight to safety." Concurrently, there was a decline in capital costs and returns,

which significantly reduced the value of most retirement accounts, investment portfolios and

other assets. One significant aspect of this has been a decline in investor expectations of

returns,5 even with the return of stock prices to levels achieved prior to the "crash". This

evident in several ways: 1) lower interest rates on bank deposits; 2) lower interest rates

U.S. Treasury and corporate bonds; 3), lower increases in social security cost of l iv ing

bene8ts;6 and 4), lower authorized ROEs by regulatory commissions. Finally, as noted above,

s See, for example, Kiplingefs Personal Finance, "Investors Brace for Smaller Gains, Focus on Long-Term," August 30,
2015.
6 The 2015 increase in Social Security benefits was 1.70 percent - near an all-time. There is no increase in 2016 Social
Security benefits.

|

A.
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1

2

utility bond interest rates are currently at levels below those prevailing prior to the financial

crisis of late 2008 to early 2009 and are near the lowest levels in the past 35 years.

3

4 Q . How do these economic/financial conditions impact the determination of a return on

5 equity for regulated utilities?

6 A.

7

8

9

10

11

The costs of capital for regulated utilities have declined in recent years. For example, the

current interest costs that utilities pay on new debt remain near the low point of the last

several decades. In addition, the results of the traditional ROE models (i.e., DCF, CAPM and

CE) are lower than was the case prior to the Great Recession. In l ight of  this, i t  is not

surprising that the average ROE authorized by state regulatory agencies have declined and

continue to decline through 2015, as follows:

12

Year
2012
2013
2014
2015

E1ecuic7
10.01%
9.94%
9.76%
9.58%

Natural Gas
9.94% .
9.68%
9.78%
9.60%

13

14 AWC'S OPERATIONS AND RISKS

15 Q. Please describe AWC.

16 A.

17

18

19

ARC, the applicant in dis proceeding, serves approximately 87,000 customers in 19 water

systems in Arizona. ARC operates its Arizona water systems through three "groups" _.

Western (service areas covered in this proceeding) Eastern and Northern. The Western

Group provides services to some 32,000 customers.

20

21

22

ARC, along with San Gabriel Valley Water Company (a California utility), is a subsidiary of

UIC, which in tum is a subsidiary of United Resources, Inc.8 ("URl") .

I

7 Average ROE values for electric utilities exclude Virginia surcharge/rider generation cases that incorporate plan-speciic
ROE premiums..S`ee Regulatory Research Associates,Regulatory Focus,January 16, 2016, page 1.

IIllluul
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1 Q. Please describe UIC and URl.

2 A. WIC owns ARC and San Gabriel Valley Water Co. WIC is, in Mm, a subsidiary of URl.

3

4 Q. How is AWC financed?

5 A.

6

All of ARC's debt capital is issued by the Company. Apparently, neither UIC nor URl have

issued any debt.9 I also note that, even though ARC operates three groups, it is Enhanced on

7 a total company basis.

8

9 Q. Is it feasible to directly assess the perceived risk of AWC relative to other water

10 utilities?

11 A. No. ARC does not have rated debt, so it is not possible to compare its debt ratings with

12

13

14

other water utilities. In addition, neither ARC's nor its parent companies' stock is followed

by Value Line, so it is not possible to compare ARC's beta, safety, or financial strength with

other water utilities.

15

16 Q.

17

Is AWC requesting any new regulatory mechanisms in this proceeding that may

impact its risk?

18 A. Yes. ARC is requesting a new regulatory mechanism

19 ("S/8") mechanism

a System Improvements Bene5ts

in this proceeding. According to ARC's application, the Company

20

21

22

23

currently has a SIB in its Eastern and Northern Group serv ice areas. However, it is my

understanding that the Commission has stayed all of these mechanisms pending the outcome

of an appeal by the Residential Util ity Consumer Off ice that is currently at the Arizona

Supreme Court.

24

s Source: Response to Request DCP 3.1.

9 Source: Response to Request DCP 3.3.
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1 Q.

2

Are you proposing a lower ROE for AWC 'm this proceeding as a result of the

Company's proposed implementation of SIB?

3 A.

4

5

6

No, I am not. Staff is recommendingagainst approval ofthis mechanism at this time due to

the uncertainty of the legality of the mechanism while an the appeal is pending in the Arizona

Supreme Court. Regardless, I recommend that ARC be awarded a ROE no greater than the

mid-point ROE derived from the proxy group results.

7

8 CAPITAL STRUCTURE AND COST OF DEBT

9 Q.
M.

What is the importance of determining a proper capital structure in a regulatory

10 framework?

11 A. A it:i]ity's capital structure is important because the concept of rate base rate of return

12

13

14

regulation requires the capital structure to be utilized in estimating the total cost of capital.

Within this framework, it is proper to ascertain whether the us]ity's capital structure is

appropriate relative to its level of business risk and relative to other utilities.

15

16

17

18

19

20

21

22

23

24

25

26

As discussed in Section III of my testimony, the purpose of determining the proper capital

structure for a utility is to ascertain its capital costs. The rate base - rate of retu.rn concept

recognizes the assets employed in providing utility services and provides for a return on these

assets by identifying the liabilities and common equity (and their cost rates) used to finance

the assets. In this process, the rate base is derived from the asset side of the balance sheet

and the cost of capital is derived from the liabilities/owners' equity side of the balance sheet.

The inherent assumption in this procedure is that the dollar values of die capital structure and

the rate base are approximately equal and the former is utilized to finance the latter.

The common equity ratio (i.e. the percentage of common equity in the capital structure) is the

capital structure item which normally receives the most attention. This is the case because

common equity: (1) usually commands the highest cost rate; (2) generates associated income

um
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1 tax liabilities; and (3) causes the most controversy since its cost cannot be precisely

2 determined.

3

4 Q. What are the historic capital structure ratios of AWC?

5 A.

6

I have examined the historic (2010-2014) capital structure ratios of ARC. See Schedule 3.

ARC's common equity ratios" have been:

7

2010
2011
2012
2013
2014

Including S-T Debt
51.0% -
51 n 1 %
50.8%
52.6%
53.7%

Excluding S-T Debt
51 .0%
51 l 1 %
50.8%
52.6%
53.7%

8

9 Tels indicates that AWC's equity ratios have risen slightly over this period.

10

11 Q. How do these capitalstructures compare to those of investor-ownedwater utilities?

12 A.

13

Schedule 4 shows the common equity ratios (including short-term debt in capitalization) for

the group of proxy water utilities identified in a following section of my testimony. These

14 are:

15

2011
2012
2013
2014
2015

Value Line
_Water GIIOUP
47.3%
48.9%
51 .9%
52.6%
52.3%

16 These common equity ratio ranges are similar to ARC's ratios.

17

10 On a consolidated basis.
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1 Q. Have you also conducted analyses of the historic and projected common equity ratios

2 of your water proxy group?

3 A. Yes, I have. Schedule 5 shows the Eve-year historic (2011-2015) and estimated 2018-20

4

5

common equity ratios (excluding short-term debt) for my water utility proxy group. The

summary results are as follows:

6

Group
Proxy Group

Five-Year Historic
Average Median
52.7% 52.6%

2018-20 Estimated
Average Median
52.8% 52.5%

7

8 These results indicate a common equity ratio of between 52 percent and 53 percent.

9

10 Q. What capital structure ratio has AWC requested in this proceeding?

11 ARC requests use of its consolidated test year capital structure as of December 31, 2014:

12

Czfital Item
Long-Term Debt
Common Equity

Percent
46.31%
53.69%

13

14 Q. What capital structure do you propose to use in this proceeding?

15 A.

16

17

18

19

20

I have also used ARC's proposed capital structure. This capital structure contains a common

equity ratio that has risen over a period in which debt costs were at historic lows, indicating

that this entity has engaged in the most expensive type of financing during a period in which

the less expensive capital was readily available. On the other hand, Aw/c's parent companies

do not issue any debt, such that its capital structure likely reflects its own operations. As a

result, I also use the test year capital structure in my analyses.

21

A.

II
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1 Q. Does your proposed capital structure include short-term debt?

2 A.

3

4

No, it does not. I normally prefer to include short-term debt in capitalization for cost of

capital estimation. However, as Schedule 3 indicates, ARC has not employed short-term

debt in recent years.

5

6 Q. What is the cost rate of debt in the Company's application?

7

8

ARC's filing requests a cost of long tem; debt of 6.82 percent, which is the Company's actual

cost rate at December 31, 2014. I also use this rate in my cost of capital analyses.

9

10 Q. Can the ROE be determined with the same degree of precision as the cost of debt?

11 A. No. The cost rates of debt are largely determined by interest payments, issue prices, and

12

13

14

15

related expenses. The ROE, on the other hand, cannot be precisely quantiE1ed,*pr;imarily

because this cost is an opportunity cost. As mentioned previously, there are several models

that can be employed to estimate the ROE. Three of the primary meduods - DCF, CAPM,

and CE -. are developed in the following sections of my testimony.

16

17 SELECTION OF PROXY GROUP

18 Q. How have you estimated the ROE for AWC?

19

20

21

22

ARC is not a publicly-traded company. Its parent companies (UIC and URl) also are not

publicly-traded. Consequently, it is not possible to directly apply ROE models to either

ARC, UIC, or URl. However, in COC analyses, it is customary to analyze groups of

comparison, or "proxy," companies as a substitute for ARC to determine its ROE.

23

24

25

26

I have accordingly selected such a group for comparison to ARC. This proxy group is

selected from the group of nine water utilities included in Value Line Investment Survey and

using the criteria listed on Schedule 6. This is a similar proxy group to the proxy group

II

A.

A.
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1

2

3

employed by ARC witness Ahem in her ROE analyses. The only difference between our

respective proxy groups is my inclusion of Artesian Resources, which she does not include in

her proxy group. .

4

5 DISCOUNTED CASH FLOW ANALYSIS

6 Q. What is the theory and methodological basis of the DCF model?

7 A.

8

9

The DCF model is one of the oldest and most commonly-used models for estimating the

ROE for public utilities. The DCF model is based on the "dividend discount model" of

financial theory, which maintains that the value (price) of any security or commodity is the

10 discounted present value of all future cash flaws.

11

12

13

14

The most common variant of the DCF model assumes that dividends are expected to grow at

a constant rate (the "constant growth" or "Gordon DCF model"). In this framework, the

ROE is derived from the following formula:

15

16 K D +P s

17

18

19

where: P : current price

D = current dividend rate

20

21

K : discount rate (cost of capital)

G = constant rate of expected growth

22

23

24

25

This formula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income).

26
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1 Q. Please explain how you employ the DCF model.

2

3

4

I use the constant growth DCF model. In doing so, I combine the current dividend yield for

each of the proxy water utility stocks described in the previous section with several indicators

of expected dividend growth.

5

6 Q . How did you derive the dividend yield component ofthe DCF equation?

7 A.

8

9

Several methods can be used to calculate the dividend yield component. These methods

generally differ in the manner in which the dividend rate is employed (i.e., current versus

future dividends or annual versus quarterly compounding variant, which is expressed as

10 follows :

11
(5-58)-!-
.

1we(

' Po
. id =yee

r

12

13

14 This dividend yield component recognizes the timing of dividend payments and dividend

15 increases.

16

17

18

19

The PT in my yield calculation is the average of the high and low stock price for each proxy

company for the most recent three month period (November 2015 -January 2016). The DO

is the current annualized dividend rate for each proxy company.

20

21 Q. How do you estimate the dividend growth component of the DCF equation?

22 A.

23

24

25

26

The DCF model's dividend growdi rate component is usually the most crucial and

controversial element involved in using this methodology. The objective of estimating the

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

individual investors have different expectations and consider alternative indicators in deriving

A.

Ill\l
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1

2

3

their expectations. This is evidenced by the fact duet every investment decision resulting in

the purchase of a particular stock is matched by another investment decision to sell that

stock.

4

5

6

7

8 I

9

A wide array of indicators exists for estimating investors' growth expectations. As a result, it

is evident dirt investors do not always use one single indicator of growth. It therefore is

necessary to consider alternative dividend growth indicators in deriving the growth

component of the DCF model. have considered Eve indicators of growth in my DCF

analyses. These are:

10

11 1.

12

13

14

Years 2011-2015 (5-year average) eamjngs retention, or fundamental growth;

Five-year average of historic growth in earnings per share ("EPS"), dividends

per share ("DPS"), and book value per share ("BVPS"); .

Years 2016 and 2018-2020 projections of earnings retention growth (per

15

16 4.

Value Line);

Years 2012-2014 to 2018-2020 projections of EPS, DPS, and BVPS (per

17 Value Line); and,

18 5. Five-year projections of EPS growth (per First Call).

19

20

21

22

23

24

25

I believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

group of proxy companies. I also believe that these growth indicators reflect the types of

information that investors consider in making their investment decisions. As I indicated

previously, investors have an array of information available to them, all of which would be

expected to have some impact on their decision-making process.

26

3.

2.
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1 Q. Please describe your DCF calculations.

2 A.

3

Schedule 7 presents my DCF analysis. Page 1 shows the calculation of the "raw" (Le. prior to

adjustment for growth) dividend yield for each proxy company. Pages 2 and 3 show the

4

5

growth rates for the group of proxy companies. Page 4 shows .the DCF calculations, which

are presented on several bases: mean, median, and high values. These results can be

6 summarized as follows:

7

Value Line Water Group
Mean
7.7%

Median
7.7%

Mean
Highll

8.6%

Median
_ Highll

8.1%

8

9

10

11

Inoue that the individual DCF calculations shown on Schedule 7 should not be interpreted to

reflect the expected cost of capital for individual companies in the proxy group; rather, the

individual values shown should be interpreted as alternative information considered by

12 investors.

13

14 Q. What do you conclude fromyour DCF analyses?

15 A.

16

17

The DCF rates resulting from the analysis of the proxy group falls into a range between 7.7

percent and 8.6 percent. The highest DCF rates are 8.1 percent to 8.6 percent (8.35 percent

mid-point). I believe an 8.6 percent represents the current DCF-derived ROE for the proxy

18

19

group. I recommend a cost of equity of 8.6 percent for ARC, which focuses on the upper

I focus on the higher DCF results since recent Financial

20

portion of the DCF range.

conditions have had the effect of driving many of the DCF resits to low levels relative to

21 those of recent years. As such, my recommendation canbe viewed as conservative.

22

11 Using only the highest growth rate.

ll\l\
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1 CAPITAL ASSET PRICING MODEL ANALYSIS

2 Q. Please describe the theory and methodologicalbasis of the CAPM.

3 A.

4

5

CAPM was developed in the 1960s and 1970s as an extension of modem portfolio theory

("MPT"), which studies the relationships among risk, diversification, and expected returns.

The CAPM describes and measures the relationship between security's invesmnent risk and

6 its market rate of return.

7

8 Q. How is the CAPM derived?

9 A. The general form of the CAPM is:

10

11 K=Rj+,3 [R ,n -R f )

12

13

14

where: K : cost of equity

Rf : risk free rate

15 Rm : return on market

16

17

13 : beta

Rm-Rf : market risk premium

18

19

20

21

22

The CAPM is a variant of the RP method. I believe the CAPM is generally superior to the

simple RP method because the CAPM specifically recognizes the risk of a particular company

or industry (i.e., beta), whereas the simple RP method assumes the same ROE for all

companies exhibiting similar bond ratings or other characteristics.

23

24 Q. What value do you use for the risk-free rate?

25 A.

26

The Erst input of the CAPM is the risk-free rate (Rf). The risk-free rate reflects the level of

return that can be achieved vldthout accepting any risk.



Direct Testimony of David C. Parcels
Docket No. W-01445A-15-0277
Page 24

1

2

3

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury

securities. Two general types of U.S. Treasury securities are often utilized as the Rf

component: short-term U.S. Treasury bills and long-term U.S. Treasury bonds.

4

5

6

7

8

I have performed CAPM calculations using the three-month average yield (November 2015-

_Ianuary2016) for 20-year U.S. Treasury bonds. I use the yields on long-term Treasury bonds

since this matches the long-term perspective of ROE analyses. Over this three month period,

these bonds had an average yield of 2.60 percent.

9

10 Q. What is beta and what betas doyou employ inyour CAPM?

11 A.

12

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to the

overall market. Betas less than 1.0 are considered less risky than the market, whereas betas

13

14

greater than 1.0 are more risky. Utility stocks traditionally have had betas below 1.0. I utilize

the most recent Value Line betas for each company in my proxy group.

15

16 Q. How do you estimate the market risk premium component?

17 A.

18

19

20

21

The market risk premium component (Rm-Rf) represents the investor-expected premium of

common stocks over the risk-free rate, or long-term government bonds. For the purpose of

estimating the market risk premium, I considered alterative measures of returns of the S&P

500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury bonds (i.e.,

same timeframe as sources used to develop risk premiums).

22

23

24

25

26

First, I compared the actual annual returns on equity of the S&P 500 with the actual annual

yields of U.S. Treasury bonds. Schedule 8 shows the ROE for the S&P 500 group for the

period 1978-2014 (all available years reported by S&P). This schedule also indicates the

annual yields on 20-year U.S. Treasury bonds and the annual differentials (i.e. risk premiums)

l l
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1

2

between the S&P 500 and U.S. Treasury 20-year bonds. Based upon these returns, I conclude

that the risk premium from this analysis is 6.85 percent.

3

4

5

6

7

I next considered the total returns (i.e. dividends/interest plus capital gains/losses) for the

S&P 500 group as well as for long-term (i.e., 20-year) government bonds, as tabulated by

Morningstar (formerly Ibbotson Associates), using both arithmetic and geometric means. I

considered the total returns for the entire 1926-2014 period, which are as follows:

8

Al;ithrnetic
Geometric

S&P 500
12.1%
10. 1 %

L-T Gov 't Bonds
6.1%
5.7%

Risk Premium
6.0%
4.4%

9

10

11

12

I conclude from this analysis that the expected risk premium is about 5.75 percent (Le.

average of all three risk premiums (6.8.5 percent from Schedule 8; 6.0 percent arithmetic any

4.4 percent geometric from Morningstar). I believe that a combination of arithmetic and

13

14

15

geometric means is appropriate since investors have access to both types of means" and

presumably, both types are reflected in investment decisions and thus, stock prices and the

ROE.

16

17 Q. What are your CAPM results?

18 A. Schedule 9 shows my CAPM calculations. The results are:

19

Value Line Water Group
Mean
6.6%

Median
6.6%

20

Hz For example, Value Line uses compound (i.e., geometric) grovmh rates in its projection. In addition, mutual funds
report growth rates on a compound basis.
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1 Q. What is your conclusion concerning the CAPM ROE?

2 A.

3

The CAPM results collectively indicate a ROE of 6.6 percent for the group of proxy utilities.

I conclude that an appropriate CAPM ROE estimation for ARC is 6.6 percent.

4

5 COMPARABLE EARNINGS ANALYSIS

6 Q- Please describe the basis of the CE methodology.

7

8

9

The CE method is derived from the "corresponding risk" concept discussed in theBlueield

andHope cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the ROE is an opportunity cost: the prospective return available to

investors from alternative investments of similar risk.10

11

12
)

13

14

The CE method is designed to measure the returns expected to be earned on the original cost

book value of similar risk enterprises. Thus, it provides a direct measure of the fair return,

since it translates into practice the competitive principle upon which regulation rests.

15

16

17

18 uses a Cofl'1IIloI1

19

20

21

22

The CE method normally examines the experienced and/or projected return on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which utility's book

equity to determine the cost of capital. This cost of capital is, in turn, used as the fair rate of

return which is then applied (multiplied) to the book value of rate base to establish the dollar

level of capital costs to be recovered by the utility. This technique is thus consistent with the

rate base-rate of return methodology used to set utility rates.

23

24 Q. How do you apply the CE methodology in your analysis ofAWC's ROE?

25 A.

26

I apply the CE methodology by examining realized returns on equity for the group of proxy

water companies, as well as unregulated companies, and evaluating investor acceptance of

A.

lll l l
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1 these returns by reference to the resulting market-to-book ratios ("M/B"). In this manner it

2 is possible to assess the degree to which a given level of return equates to the COC. It is

3

4

5

6

generally recognized for utilities that M/B of greater than one (i.e. 100 percent) reflects a

situation where a company is able to attract new equity capital without dilution (i.e. above

book value). As a result, one objective of a fait cost of equity is the maintenance of stock

prices at or above book value. There is no regulatory obligation to set rates designed to

7 maintain a M/B significantly above one.

8

9

10

11

12

13

I furdaer note that my CE analysis based upon market data (through the use of M/B) and is

thus essentially a market test. As a result, my CE analysis is not subject to the criticisms

occasionally made by some who maintain that past earned returns do not represent the cost

of capital. In addition, my CE analysis also uses prospective returns and thus is not backward

looking. -

14

15 Q. What mc periods do you examine in your CE analysis?

16 A.

17

18

19

20

21

22

My CE analysis first considers the experienced ROEs of the proxy group of utilities for the

period 2002-2015 (Le. the last fourteen years). The CE analysis requires that I examine a

relatively long period of time in order to determine trends in earnings over at least a full

business cycle. Further, in estimating a fair level of return for a future period, it is important

to examine earnings over a diverse period of time in order to avoid any undue influence from

unusual or abnormal conditions that may occur in a single year or shorter period. Therefore,

in forming my judgment of the current ROE, I focused two periods: 2009-2015 (theo n

23 I have also

24

current business cycle) and 2002-2008 (the most recent business cycle).

considered projected ROEs for 2016 and 2018-2020.

25

II la
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1 Q. Please describe your CE analysis.

2 A.

3

Schedules 10 and 11 contain summaries of experienced ROEs for two groups of companies,

while Schedule 12 presents a risk comparison of utilities versus unregulated Eras.

4

5 Schedule 10 shows the ROEs and M/B for the group of proxy utilities. These can be

6 summarized as follows:

7

Value Line
Water Group

9.8-9.9%
9.3-9.7%

Historic ROE
Mean
Median

Historic M/B
Mean
Median

Prospective ROE
Mean .
Median

198-232° /o

182-219%

10.5-10.7%
9.5-10.0%

8

9

10

11

12

These results indicate that historic ROEs of 9.3 percent to 9.9 percent have been adequate to

produce M/Bs of 182 percent to 232 percent for the group of utilities. Furthermore,

projected returns on equity for 2016 and 2018-2020 are within a range of 9.5 percent to 10.7

percent for the utility group. These relate to 2015 M/Bs of 200 percent or greater.

13

14 Q. Do you also review the ROEs of unregulated firms?

15 A.

16

17

18

19

Yes. As an alternative, I also examine the S&P's 500 Composite group. This is a well

recognized group of firms that is widely utilized in the investment community and is

indicative of the competitive sector of the economy. Schedule 11 presents the earned ROEs

and M/Bs for the S&P 500 group over the past thirteen years (i.e., 2002-2014). As this

schedule indicates, over the two business cycle periods, this group's average ROEs ranged

II
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1 from 12.4 percent to 13.6 percent, with average M / B ranging between 220 percent and 275

2 percent.

3

4 Q. How can the above information be used to estimate AWC's ROE?

5 A.

6

7

8

9

10

11

The recent ROE of the proxy utilities and S&P 500 groups can be viewed as an indication of

the level of return realized and expected in the regulated and competitive sectors of the

economy. In order to apply these returns to the ROE for the proxy utilities, however, it is

necessary to compare the risk levels of the water utilities and the competitive companies. I

do this in Schedule 12, which compares several risk indicators for the S&P 500 group and the

water utility group. The information in Schedule 12 indicates that the S&P 500 group is more

risky than the water utility proxy group.

12

13 Q. What ROE is indicated by your CE analysis?

14

15

16

17

18

19

20

21

22

23

24

25

Based on recent ROEs and M/Bs, my CE analysis indicates that the ROE for the proxy

utilities is no more than 9.0 percent to 10.0 percent (9.5 percent mid-point). Recent ROEs of

9.3 percent to 9.9 percent have resulted in M/Bs more than 180 percent. Prospective ROEs

of 9.5 percent to 10.7 percent have been accompanied by M/B over 200 percent As a result,

it is apparent that authorized ROEs below this level would continue to result in M/B of well

above 100 percent. An ROE return of 9.5 percent should thus result in an M/Bs well above

100 percent. As I indicated earlier, the fact that M/Bs substantially exceeds 100 percent

indicates that historic and prospective ROE of 9.5 percent reflect earning levels that are well

above the actual cost of equity for those regulated companies. I also note that a company

whose stock sells above book value can attract capital in a way that enhances the book value

of existing stockholders, thus creating a favorable environment for financial integrity. FilMy,

I note that my 9.0 percent to 10.0 percent CE ROE recommendation generally reflects the

A.

l l
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1

2

actual and prospective ROEs for the water proxy group. I have made no adjustments to

these return levels to reflect the high level of M/Bs.

3

4 RETURN ON EQUITY RECOMMENDATION

5 Q. Please summarize the results of your three ROE analyses.

6 My three ROE analyses produced the following:

7

8 DCF 8.60%

9 CAPM 6.60%

10 CE 9.50%

11

12

13

14

15

16

These results indicate an overall broad range of 6.60 percent to 9.50 percent, which focuses

on the respective individual model results. I recommend a ROE range of 8.6 percent to 9.50

percent for ARC. This range includes my DCF result (8.6 percent), and my CE result (9.50

percent). For the purposes of this proceeding, I recommend the average of these values,

which is 9.05 percent.

17

18 Q.

19

20

It appears that your CAPM results are less than your DCF and CE results. Does this

imply that the CAPM results should not be considered in determining the ROE for

AWC?

21 A. No. It is apparent that the CAPM results are less than the DCF and CE results. There are

22

23

24

25

26

two reasons for the lower CAPM results. First, risk premiums are lower currently than was

the case in prior years. This is the result of lower equity returns that have been experienced

over the past several years. This is also respective of a decline in investor expectations of

equity returns and risk premiums. Second, the level of interest rates on U.S. Treasury bonds

(i.e., the risk free rate) has been lower in recent years. This is partially the result of the actions

A.
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1

2

3 was

4

5

6

7

8

of the Federal Reserve System to sdmullate the economy. This also impacts investor

expectations of returns in a negative fashion. I note that, initially, investors may have

believed that the decline in Treasury yields a temporary factor that would soon be

replaced by a rise in interest rates. However, this has not been the case as interest rates have

remained low and continued to decline for the past five-plus years. As a result, it cannot be

maintained that low interest rates (and low CAPM results) are temporary and do not reflect

investor expectations. Consequently, the CAPM results should be considered as one factor in

determining the cost of equity for ARC.

9

10 TOTAL COST OF CAPITAL

11 Q. What is the total cost of capital for AWC?

12 A.

13

Schedule 1 reflects the COC for ARC using the test year capital structure and embedded cost

of debt, as well as my ROE recommendations. The resulting total COC is a range of 7.78

14

15

percent to 8.22 percent with an 8.02 percent midpoint. I recommend an 8.02 percent total

COC for AVG.

16

17 COMMENTS ON COMPANY TESTIMONY

18 Q. What cost of capital has AWC requested in its application?

19 A.

20

21

The Company's Hung requests a COC of 8.93 percent, which incorporates a ROE of 10.75

percent. The 10.75 percent requested ROE is developed in the testimony of ARC witness

Pauline M. A fern.

22

ill II
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DCF Model
Risk Premium Model
CAPM
Indicated Median Cost of Equity
Credit Risk Adjustment
Business Risk Adjustment
Indicated ROE
Recommended ROE

Ahem Group of Eight
AUS Water Utility
Companies
8.64%
10.76%
9.58%
9.60%
0.63%
0.50%
10.73%
10.75%

1

2 Q.

3

Do you have any disagreements with any or all of Ms. Ahem's methodologies and

recommendations?

4 Yes. I have disagreements with several of her cost of equity methodologies and conclusions,

5

6

as well as her proposed 0.63 percent "credit risk adjusnnent" and 0.50 percent "business risk

adjuslJllent" for ARC.

7

8 Q. Please beginwith her DCF modeland conclusions.

9 Ms. Ahem's 8.64 percent DCF conclusion is shown on Exhibit PMA-5. This is similar to my

10 DCF results.

11

12 Q. Please describe Ms. Ahem's risk premium approach and conclusions.

13 A.

14 Second,

15

16

17

18

Ms. Ahem performs two types of risk premium analyses. First, she employs a Predictive Risk

Premium Models ("PRPMTM") which produces an 11.59 percent ROE. she

develops her Adjusted Total Market Approach risk premium methodology to arrive at a risk

premium ROE of 9.93 percent. Her risk premium method conclusion and recommendation

is 10.76 percent (Exhibit PMA-7), which gives equal weighting to the PRPMTM approach and

the Adjusted Total Market Approach.

19

A.

A.

I
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1 Q. What is Ms. Ahem's first risk premium methodology?

2

3

4

5

6

7

8

Ms. A fern Erst performs a relatively new type of risk premium approach, which is her

PRPMTM approach. This approach is new and untried. Significantly, the result of this

methodology is an 11.59 percent ROE conclusion, which greatly exceeds (i.e., over 165 basis

points) the results of her Adjusted Total Market Approach risk premium approach. I again

note that, not only does her PRPMTM approach produce a much higher cost of equity result;

the approach is also a component in her Adjusted Total Market Approach methodologies and

has the effect of raising the results of this methodology as well.

9

10 Q. Do you agree with her adjusted total market approach methodology and conclusions?

11

12

No, I do not. Ms. Ahem's Adjusted Total Market Return approach incorporates a risk

premium of 4.87 percent, derived as follows

13

Calculated equity risk premium based
On total market using beta approach:

Ibbotson Equity Risk Premium
Ibbotson Equity Risk Premium based on PRPM
Equity Risk Premium Based on Value Line
Equity Risk Premium Based on S&P 500 Cos
Average
Adjusted Beta
Forecasted Risk Premium

5.89%
6.34%
5.05%
8.47%
6.44%

0.77
4.96%

Arithmetic mean Holding Period Returns on S&P 500
Arithmetic mean Yield on A rated utility bonds
Historic Equity Risk Premium
Forecasted Equity risk Premium based on PRPM
Forecasted Equity Risk Premium based on projected
Total return on S&P Utilities Index
Average of Historical and PRPM Equity Risk Premier

Average Equity Risk Premium

10.69%
-6.48%
4.21 %
4.47%

5.62%
4.77%
4.87%

14

15

16

Of the seven risk prernia shown above, two are based on the PRPM Approach, which I have

shown above to be improper. In addition, the 8.47 percent risk premium based on the S&P

A.

A.
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1

2

3

4

500 companies is clearly an outlier, and is based upon an assumed total return of 13.22

percent for this index (well above its historical returns of 12 percent or less). The remaining

four risk premium measures form a range of 4.21 percent to 5.62 percent (5.19 percent

average) which is similar to my risk premium indicators in my CAPM analyses.

5

6

7

8

9

10

11

12

13

Furthermore, there are several problems with her methodologies. Her use of total stock

returns over the 1926-2014 period, in connection with bond yields over the same long period,

seems to imply that investors in 2016 expect such relationships to be the same. There is no

demonstration that current investors expect such relationships to exist at the current time.

Her methodology is also a mismatch since it compares holding period returns (i.e., capital

gains/losses plus income) with yields on bonds (i.e., only income return. In addition, the

1926-2014 period was heavily influenced by the Great Depression, World War II, the high

inflation/interest rate environment of the 1970s/1980s, etc. Such factors are not prevalent

14 currently and have the effect of inflating risk premiums over those expected by investors. I

15

16

17

18

19

20

believe Ms. Ahem's analyses over-state the required risk premiums at the present time. In

addition, I End it inconsistent on her part to defend use of historic data going back to 1926 in

her risk premium and CAPM analyses, and to then ignore historic data in her DCF analyses.

I do not see how an investor would place equal weight between returns in 1926 and 2015 in

one type of analysis (i.e., risk premium and CAPM) and then give no weight whatsoever to

recent (i.e., 5 years) experience in DCF analysis. I also disagree with Ms. A fern's use of

21

22

projected equity returns, which are largely dependent on assumed stock market values. This

is speculative.

23
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1 Q.

2

3 A.

You indicate that Ms. A fern's risk premium and CAPM analyses use forecasted yields

onU.S. treasury and utility bonds. Why do you disagree with this?

It is proper to use the current yield, rather than a projected yield, as the risk-free rate in a risk

4 premium and CAPM context. This is the case since the current yield is known and

5 measurable and ref lects investors' collective assessment of all relevant capital market

6

7

8

conditions. Prospective interest rates, in contrast, are not measurable and not achievable.

For example, if the current yield on 20-year U.S. Treasury Bonds is 2.5 percent, this reflects

the rate that investors can actually receive on their investment. Investors cannot receive a

9 prospective yield on their investinents since such a yield is not actual but rather speculative.

10

11

12

13

14

15

16

Use of the current yield in a DCF context is similar to using the current risk-free rate in a

CAPM context. Analysts do not use prospective stock prices as the basis for the dividend

yield in a DCF analysis, as use of prospective stock prices is speculative. Use of current stock

prices is appropriate as this is consistent with the efficient market hypothesis that Ms. A fern

cites in her testimony. Likewise, current levels of interest rates reflect all current information

(i.e., the efficient market hypothesis) and should be used as the risk-free rate in the CAPM.

17

18 Q. Please describe Ms. Ahem's CAPM analyses.

19 A.

20

21

22

23

Ms. Ahem performs two sets of CAPM analyses. Her f irst CAPM is a "traditional" CAPM,

where she concludes that 9.31-9.40 percent is the CAPM cost. This uses a risk free rate of

3.69 percent (projected yield on 30-year U.S. Treasury bonds), Value Line betas and a risk

premium of 7.41 percent. I note that current 30-year Treasury bonds currently yield well

below 3.69 percent, which indicates that her prospective yield is excessive.

24

25

26

I also disagree nth the 7.41 percent market risk premium Ms. Ahem employs in her CAPM

analyses. This market risk premium is developed in a. similar fashion to those in her risk
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1 premium analyses. For die same reasons cited above, Ms. Ahem's risk premium values are

2 over-stated.

3

4

5

6

7

Ms. Ahem also performs an "empirical" CAPM analysis, wherein she assigns 75 percent

weight to actual betas for the proxy groups of water utilities and a 25 percent weight to an

assumed beta of 1.0 (i.e., the market beta). I disagree with this empirical CAPM, since it

arbitrarily ignores the actual betas of the proxy utilities and, instead, assigns hypothetical betas

8 to them.

9

10 Q-

11

12

13

Ms. Ahem concludes that the "indicated cost of equity" for her proxy group is 9.60

percent, which she increases by some 0.63 percent to reflect her perception of a

required"financialrisk adjustment" for AWC. What is yourresponse to this proposed

adjustment? .

14 A.

15

16

17

18

19

I disagree with Ms. A fern's proposed Financial risk adjustment for ARC. She makes this

'financial risk, or credit risk, adjustment due to her perception that ARC, if it had a rated debt,

it would have a triple-B credit rating, which is slightly lower than the average credit rating of

the proxy water utilities. Her proposed 0.63 percent 'financial risk adjustment reflects her

estimate of the differential yield between a Baan and A2/A3 rated utilities. This adjustment is

not warranted. AW/C's cost of debt is fully recoverable through its COC and there is no

20 justification for inflating its ROE.

21

22 Q. Do you agree with the proposition that AWC should be entitled to a size or credit risk

23

24 A.

25

adjustment?

No,  I  do  no t . AV(/C's ratepayers should not be charged water rates which ref lect in

incremental return to reflect the size of the Company. Such an increment is not justified and

26 not appropriate.

|
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1 Q.

2

Is it proper to compare the size of AWC to the water proxy companies and make risk

comparisons based upon the size differentials between them?

3 A.

4

5

6

7

8

No, it is not proper. Most of the proxy water utilities have multiple subsidiaries that operate

in different jurisdictions. Following Ms. Ahem's reasoning, each of the subsidiaries of the

proxy water utilities should be considered as more risky than the proxy group since, by

definition, they would have to be smaller. This reasoning is flawed, since these individual

water company subsidiaries do not raise their equity capital directly from investors, but rather

do so as a consolidated entity.

9

10 Q. Are there other reasons why a size adjustment is improper?

11 A.

12

Yes. There are other compelling reasons why small size adjustment is not proper for

regulated utilities. Ms. Ahem's proposed size adjustment is based upon her reference to the

13 However, the

14

Morningstar/Ibbotson studies. the small size adjustment in

Morningstar/Ibbotson studies is based on the analysis of all stocks, the majority of which are

15

16

17

18

unregulated and include industries that are much more risky than utilities. W/hile it may or

may not be true that on an overall market basis, smaller publicly-traded Eras exhibit more

risk than larger Ends, these smaller companies stocks tend to be engaged in riskier businesses

as a whole than do larger businesses. Such is not the case for regulated utilities.

19

20 Indeed, an academic study conducted by Professor Annie Wong found that:

21
22
23
24
25
26
27
28
29
30

"utility and industrial stocks do not share the same
characteristics. First, given firm size, utility stocks are consistently
less risky than industrial stocks. Second, industrial bets tend to
decrease with firm size but utility betas do not. These Endings may be
attributed to the fact that all public utilities operate in an environment
vln'th regional monopolistic power than regulated financial structure.
As a result, the business and financial risks are very similar among the
utilities regardless of their sizes. Therefore, utility betas would not
necessarily be expected to be related to firm size.

Ill
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1

2

3

4

5

This implies that although the price phenomenon has been strongly
documented for the industrials, the findings suggest that there is
no need to adjust for the firm size in utility rate regulation.""
[Emphasis Added.]

6

7 Q.

8

9 A.

10

Can you provide any evidence that "size" or "business risk" adjustments are not

generally recognized as risk factors in regulatoryproceedings such as this one?

Yes, I can. The following table reflects the average size (as measured by net plant) and

currently authorized returns on equity or various types of regulated utilities:

11

Average
Net Plant
(000)
$18,285

Average
Authorized
RQE14
10.42%

Industry _
Electric
Combination

Electric-Gas $17,856
Natural Gas $3,519
Water $2,604
Source: AUS Utility Reports,]anuary 2016.

10.30%
10.28°/o
9.65%

12

13 As shown here the smallest utilities (i.e., water utilities) have the lowest authorized ROEs.

14

15 Q. Is there any evidence that small water companies are not perceivedas more risky than

16

17 A.

larger water utilities?

Yes, there is. Schedule 13 indicates that this is the case. As this schedule indicates, there are

18

19

no apparent risk-indicator differentials as one looks at the water proxy group members sorted

according to size.

20

13 Wong, Annie, "Utility Stocks and the Size Effect: An Empirical Analysis," Journal of the Midwest Finance Association,
1993, pp. 95-101.
14 Note that "Authorized" ROEs do not necessary indicate "recently authorized" ROEs, since some ROEs were
established in prior periods. Moreover, AUS reports each utility's most recent explicit-authorized ROE even where that
resit is aged and has been superseded by a more recent "black box" rate settlement.

Illll l
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1 Q.

2

Can you provide any direct comparisons of electric utilities that demonstrates that

smaller utilities arenot more risky than larger ones?

3 A.

4

Yes. Implicit in Ms. Ahem's proposal is an assumption that any perceived small size risk

of information cited inunregulated source

5

6

7

adjustment for companies (i.e.,

Morningstar/Ibbotson source Ms. Ahem relies on for small size adjustment) applies to

regulated public utilities. Schedule 14 demonstrates objectively that this is not the case. As

this exhibit shows, there is no significant difference, and even more to the point that there is

8

9

no discernible pattern of increase, among the risk indicators of publicly-traded electric utilities.

of different sizes." The table below summarizes the information contained in this schedule:

10

Cap Size
Under $23
$2 .- $5 B

Safety
2.0
2.2

Beta
.81
.79

Financial
Strength
B++
B + +

S&P
Rank
B+
A_

/B+
B+
B+
B+

S&P
Rating
A-/BBB +
BBB+

Moody's

AS /Baal
Baal

355-$10 B
$10-$20 B
$20 B Plus

1.9

1.8

2.1

.76

.69

.68

A/B++
A/B++
A/B++

BBB+
A-/BBB+
A-/BBB+

A3/Baal
A3/Baal
A3/Baal

11

12

13

The safety rank, beta values, Financial strength and S&P stock ranking are about the same for

all sizes of electric utilities. These risk indicators do not reflect any risk differential as the size

14

15

16

of the electric utilities decrease from large to small. To the contrary, this data indicates that

regulated monopoly utility providers have approzdmately the same risk regardless of size. As

a result, the logic Ms. A fern uses to justify his proposed small size adjusunent is not justified.

17

18 Q. Does this conclude your direct testimony?

19 A. Yes, it does.

15 I also consider electric utilities 'm this "size risk" analysis since there is a larger population of electric utilities, relative to
water utilities.

III



Exhibit DCP-1
Schedule 1

ARIZONA WATER COMPANY
TOTAL COST OF CAPITAL

Item Percent 1/ Cost Weighted Cost

46.31 % 6.82% 1/ 3.16%Long-Term Debt

Equity 53.69% 8.60% 9.05% 9.50% 4.62% 4.86% 5.10%

Total 100.00% 7.78% 8.26%
8.02%

(Mid-point)

1/ As contained in Company filing.

I II



Exhibit DCP-2
Schedule 2
Page 1 of 6

ECONOMIC INDICATORS

Year

Real
GDP*

Growth

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

1975
1976
1977
1978
1979
1980
1981
1982

-1.1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

1975 - 1982 Cycle
-8.9% 8.5%
10.8% 7.7%
5.9% 7.0%
5.7% 8.0%
4.4% 5.8%
-1.9% 7.0%
1.9% 7.5%
-4.4% 9.5%

7.0%
4.8%
6.8%
9.0%
13.3%
12.4%
8.9%
3.8%

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
6.8%
3.7%
3.1 %
2.9%
3_8%
3.5%
1.8%
-0.5%

1983 - 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.8%
-2.0% 6.8%

3.8%
3.9%
3.8%
1.1 %
4.4%
4.4%
4.6%
6.1%
3.1%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
3.7%
4.5%
4.5%
4.2%
3.7%
4.1 %
1.1 %

1992 - 2001 Cycle
3.1% 1.5%
3.4% 6.9%
5.5% 5.1%
4.8% 5.6%
4.3% 5.4%
7.3% 4.9%
5.8% 4.5%
4.5% 4.2%
4.0% 4.0%
-3.4% 4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1.7%
1,6%
27%
3.4%
1.6%

2002
2003
2004
2005
2006
2007
2008
200g

1.8%
2.8%
3.8%
3.4%
2.7%
1.8%
-0.3%
-2.8%

2002 I 2009 Cycle
o.2% 5.8%
1.2% 6.0%
2.3% 5.5%
3.2% 5.1%
2.2% 4.6%
2.5% 4.5%
-3.4% 5.8%

-11 .3% 9.3%

2.4%
1 .9%
3.3%
3.4%
2.5%
4. 1 %
0.1 %
2.7%

2010
2011
2012
2013
2014
2015

2.5%
1.6%
2.3%
2.2%
2.4%
2.4%

Current Cycle
5.7%
3.3%
3.8%
2.9%
4. 1 %

9.5%
8.9%
8.1%
7.4%
6.2%
5.3%

1.5%
3.0%
1.7%
1.5%
0.8%

*GDP=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues
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E C O N O M I C  I N D I C A T O R S

Year

Real
GDP*

Growth

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

20o4
1 st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

2005
151 Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

4.1%
1.7%
3.1%
2.1%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

zoos

1st Qtr.
2nd Qtr.
3rd Qtr,
4th Qtr.

5.4%
1.4%

0.1%
3,0%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

2001
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

0.9%
32%
2.3%
2.9%

2.5%
1.6%
1.8%
1.7%

4.5%
4.5%
4.G%
4.8%

4.8%
5.2%
1.2%
6.4%

2008
1 st Qtr,
2nd QU.
3rd Qtr.
4(h Qtr,

-1.8%
1.3%
-37%
-8.9%

1 .9%
0.2%
-3.0%
6.0%

4.9%
5.3%
6.0%
69%

2.8%
7.6%
2.8%

-13.2%

2009
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

-5.3%
-0.3%
1.4%
4.0%

-11 .5%
-12.9%
.93%
-4.5%

8.1 %
9.3%
95%
10.0%

2.4%
32%
2.0%
2.5%

201 o
1ST Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 .6%
3.9%
2.8%
2.8%

2.7%
5 5 %
6.9%
5 2 %

9.7%
9.7%
9.6%
9.6%

0.9%
-1.2%
2.8%
2.8%

2o11
1st Qtr.
2nd Qtr.
3rd Qtr
4th Qtr,

-1 .5%

2.9%
018%
4.5%

5.4%
3.6%
3.3%
4.0%

9.0%
9.0%
9.1 %
8 1 %

4.8%
3.2%
2.4%
0.4%

zolz
1 st Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr.

2.3%
1.6%
2.5%
0.1%

4.5%
4.7%
3.4%
2.8%

8.3%
8.2%
8.1%
7.8%

3.2%
0.0%
4.0%
g0%

2013
1$1 Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

1.9%
1.1%
3.0%
38%

2.5%
2.0%
2.G%
3.3%

7 7 %
7.6%
7.3%
7_0%

2.0%
1.2%
1.6%
1 2 %

2014
1$f Qtr.
2nd Qtr,
3rd Qtr.
4th Qtr.

-0.9%
4.6%
4.3%
2. 1 %

3.2%
4.2%
4.2%
4.5%

6.6%
6.2%
6_1%
5.7%

1 .6%
3.6%
0.0%

.28%

2015
IS\ Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

0.6%
3.9%
2.0%

3.5%
1.5%
1.2%

5 5 %
5.4%
5.2%
5.0%

-1.2%
3.2%
-0.1%

'GDP=Gmss Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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INTEREST R 4\TES

Year
Prime
Rate

US Treasury
T Bills

3 Month

US Treasury
T Bonds
10 Year

Utility
Bonds
Aaa

utility
Bonds

As

Utility
Bonds

A

Utility
Bonds

Baa

1975
1976
1977
1978
1979
1980
1981
1982

1975 . 1982 Cycle
7.86%
6.84%
6.83%
9.06%
12.67%
15.27%
18.89%
14.86%

5.84%
4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%

7.99%
7.61 %
7.42%
8.41 %
9.44%
11.4-6%
13.93%
13.00%

9.03%
8.63%
8.19%
8.87%
9.86%

12.30%
14.64%
14.22%

9.44%
8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61%
9.29%

10.49%
13.34%
15.95%
15.85%

10.98%
9.82%
9.06%
9.62%

10.96%
13.95%
16.60%
16.45%

1983
1984
1985
1986
1987
1988
1989
1990
1991

10.79%
12.04%
9.93%
8.33%
8.21%
9.32%
10.87%
10.01%
8.46%

8.63%
9.58%
1.48%
5.98%
5.82%
6.89%
8.12%
7.51 %
5.42%

1983 _ 1991 Cycle
11.10% 12.52%
12.44% 12.72%
10.62% 11 .68%
7.88% 8.92%
8.39% 9.52%
8.85% 10.05%
8.49% 9.32%
8.55% 9.45%
7.86% 8.85%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%

13.66%
14.03%
12.47%
9.58%

10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%

10.06%
9.55%

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

6.25%
6.00%
7.15%
8.83%
8.27%
8.44%
8.35%
8.00%
9.23%
8.91%

3.45%
3.02%
4.29%
5.51 %
5.02%
5.07%
4.81 %
4.66%
5.85%
3.44%

1992 - 2001 Cycle
7.01 % 8.19%
5.87% 7.29%
7.09% 8.07%
6.57% 7.68%
6.44% 7.48%
6.35% 7.43%
5.26% 6.77%
5.65% 7.21 %
6.03% 7.88%
5.02% 7.47%

8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91%
7.51 %
8.06%
7.59%

8.89%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8_24%
7.78%

8.86%
7.91%
8.63%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%
8.02%

2002
2003
2004
2005
2006
2007
2008
2009

4.67%
4.12%
4.34%
6.19%
7.96%
8.05%
5.09%
3.25%

1.62%
1.01 %
1.38%
3.16%
4.73%
4.41 %
1.48%
0.16%

2002 - 2009 Cycle
4.51 %
4.01%
4.27%
4.29%
4.80%
4.63%
3.66%
3.26%

[1] 7.19%
5.40%
6.04%
5.44%
5.84%
5.94%
6.18%
5.75%

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%
6.53%
6.04%

8.02%
6.84%
6.40%
5.93%
632%
6.33%
7.25%
7.06%

2010
2011
2012
2013
2014
2015

3.25%
3.25%
3.25%
3.25%
3.25%
3.26%

Current Cycle
0.14%
0.06%
0.09%
0.06%
0.03%
0.60%

3.22%
2.78%
1.80%
2.35%
2.54%
2.14%

5.24%
4.78%
3.83%
4.24%
4.19%
4.00%

5.46%
5.04%
4.13%
4.47%
4.28%
4.12%

5.96%
5.57%
4.86%
4.98%
4.80%
5.03%

[1] Note: Moody'shas not published Aaa utility bond yieldssince 2001 .

Sources: Council of Economic AdvisOrs, Economic Indicators, Moody's Bond Record; Federal
Reserve Bulletin, various issues.
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INTEREST RATES

Prime
Rate

US Treasury
T Bills

3 Month

us Treasury
T Bonds
10 Year

Utility
Bonds
Ala [1]

Utility
Bonds

A l

Utility
Bonds

A

Utility
Bonds
Baa

zo lo
Jan
Feb
Mar

Apr
May
June
July
Aug
Sept
O f
Nov
Dec

3.25%
325%
3.25%
3.25%
325%
3.25%
3.25%
3.25%
325%
3.25%
3.25%
325%

0.06%
0.10%
0.15%
0.15%
0.16%
0.12%
0.15%
0.15%
0.15%
0.13%
0.13%
0.15%

3.73%
3.69%
3.73%
3.85%
3.42%
3.20%
3.01%
2.70%
2.65%
2.54%
2.76%
3.29%

5.55%
5.69%
5.64%
5.62%
5.29%
522%
499%
4.75%
4.74%
4.89%
5.12%
5.32%

5.77%
5.87%
5.84%
5.81%
5.50%
5.46%
525%
5.01%
5.01%
5.10%
5.37%
5.55%

6.16%
6,25%
622%
s,19%
5.97%
5.18%
5.98%
5.55%
5.53%
5.62%
5.85%
5.04%

2011
Jan
Feb
Mar
Apr
May
June
July

Avg
sept
o m
Nov
Dec

3.25%
325%
325%
3.25%
3.25%
325%
3.25%
3.25%
325%
3.25%
3.25%
3.25%

0.15%
0.14%
0,11%
0.06%
0.04%
0.04%
0.03%
0.05%
0.02%
0.02%
0.01%
0.02%

3.39%
3.58%
3.41%
3.45%
3.17%
3.00%
3.00%
2.30%
1.98%
2 1 5 %
2.01%
1.98%

5.29%
5.42%
5.33%
5.32%
5.08%
5.04%
5.05%
4.44%
4.24%
4.21 %
3.92%
4.00%

5.57%
5.68%
5.55%
5.55%
5.32%
526%
5.27%
4.59%
4.48%
4.52%
425%
4.33%

6.06%
6.10%
5.97%
5.98%
5.74%
5.67%
5.70%
522%
5.11 %
5 1 4 %
4.93%
5.07%

z01z
Jan
Feb
Mar
Apr

M=y
June
July
Aug
Sept
O f
Nov
Dec

3.25%
3.25%
3.25%
325%
3.25%
3.25%
3.25%
325%
3.25%
325%
3.25%
325%

0.02%
0.08%
0.09%
0.08%
0.09%
0.09%
0.10%
0.11%
0.10%
0,10%
0_11%
0.08%

1 .97%
1 97%
2. 17%
2.05%
1 .80%
1 .62%
1 .53%
1 .CB%
1 .72%
1 .75%
1.65%
1 .72%

4.03%
4.02%
4.18%
4.10%
3.92%
3.79%
3.58%
3.65%
3.69%
3.68%
3.60%
3.75%

434%
4.35%
4.48%
4.40%
4.29%
4.08%
3.93%
4.00%
4.02%
3.91%
3.84%
4.00%

5.06%
5.02%
5.13%
5.11%
4.97%
491%
4.85%
4.88%
4.81%
4.54%
4.42%
4.56%

2013
Jan
Feb
Mar

A w
May
June
July

Aus
Sept
O f
Nov
Dec

3.25%
325%
325%
325%
325%
3.25%
325%
3.25%
325%
325%
3.25%
325%

0.07%
0.10%
0.09%
0.06%
0.o5%
0.05%
0.04%
0.04%
0.02%
0.06%
0.07%
0.07%

1 .91 %
1 .CB%
1.96%
1 .76%
1 .93%
2.30%
2.58%
2.74%
2.81%
2.62%
2.72%
2.90%

390%
3.95%
3.90%
3.74%
3.91%
4.27%
4.44%
4.53%
4.58%
4.48%
4.56%
4.59%

4.15%
4.18%
4.15%
4.00%
4.17%
4.53%
4.68%
4.73%
4.80%
4.70%
4.77%
4.81%

4.56%
4.74%
4.56%
4.49%
4.G5%
5.08%
5.21%
5.28%
5.31%
5.17%
5.24%
5.25%

2014
Jan
Feb
Mar
Apr

may
June
July

A'-'Q
58P!
O f
Nov
Dec

3.25%
3.25%
3.25%
3.25%
3.25%
315%
325%
325%
3.25%
3.25%
3.25%
325%

0.05%
0.06%
0.05%
0.04%
0.03%
0.03%
0.03%
0.03%
0.02%
0.02%
0.02%
0.04%

2.86%
2.71 %
2.72%
2.71%
2.56%
2.60%
2.54%
2.42%
2.53%
2.30%
2.33%
2.21 %

4.44%
4.3a%
4.40%
4.30%
4.16%
4.23%
4.16%
4.07%
4.18%
3.95%
4.03%
3.90%

4.63%
4.53%
4.51%
4.41%
4.26%
429%
4.23%
4.13%
4.24%
4.06%
4.09%
3.95%

5.09%
5.01%
5.00%
4.85%
4.69%
4.73%
4.66%
4.65%
4.79%
4.67%
4.75%
4.70%

2015
Jan
Feb
Mar
Apr

May
June
July

Aug
Sept
O f
Nov
Dec

325%
3.25%
325%
325%
3.25%
325%
3.25%
3.25%
3.25%
325%
3.25%
3.50%

0.03%
0.02%
0.02%
0.03%
0.02%
0,02%
0.03%
0.09%
o.os%
0.01%
0.13%
0.20%

1 .88° /»
1 .98%
2.04%
1.94%
2 2 0 %
1 % %
2.3
2.17%
2.17%
2.07%
2.25%
2 2 4 %

3.52%
3.62%
3.67%
3.63%
4.05%
4.29%
4.27%
4.13%
425%
4. 13%
4.22%
4.16%

358%
3.67%
3,74%
3.75%
4. 17%
439%
440%
425'/»
4.39%
429%
4.441%
4.35%

4.39%
4.44%
4.51%
4.51%
4.91%
5.13%
5.22%
523%
5.42%
5.47%
5.57%
5.55%

2D a
Jan 3.50% 0_2S% 2.09%

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Fedora!
Reserve Bulletin; various issues.
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STOCK PRICE INDICATORS

S&P NASDAQ
Composite [1] Composite [1] DJIA

S&P
DIP

1975 . 1982 Cycle
1975
1976
1977
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

4.31 %
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81 %

9.15%
8.90%

10.79%
12.03%
13.46%
12.66%
11.96%
11 .60%

1983 - 1991 Cycle

1983
1984
1985
1986
1987
1988
198g
1990
1991

[1]
322.84
334.59
376.t8

[1]

491.69

1 ,190,34
1,178.48
1 ,328.23
1,792.75
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

4.40%
4.64%
4.25%
3.49%
3_08%
3.64%
3.45%
3.61%
3.24%

8.03%
10.02%
8.12%
6.09%
5.48%
8.01 %
1.41 %
6.47%
4.79%

1992 - 2001 Cycle
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

415.74
451.21
460.42
541.72
670.50
873.43

1,085.50
1,327.33
1,427.22
1 ,194.18

$599.26
715.16
751 .65
925.1 g

1,164.96
1,469.49
1,794.91
2,728.15
2,783.67
2,035.00

3,284.29
3,522.06
3,793.77
4,493.75
5,742.89
7,441.15
8,625.52

10,484.88
10,734.90
10,189.13

2.99%
2~.78%
2.82%
2.56%
2.19%
1.77%
1 .49%
1 .25%
1.15%
1.32%

4.22%
4.46%
5.83%
6.09%
5.24%
4.57%
3.45%
3.17%
3.63%
2.95%

2002 .. 2009 Cycle
2002
2003
2004
2005
2006
2007
2008
2009

993.94
965.23

1,130.65
1,207.23
1,310.46
1 ,477.19
1 ,220.04
948.05

1 ,539.73
1,647.17
1,986.53
2,099.32
2,263.41
2,578.47
2,161.65
1 ,845.38

9,226.43
8,993.59

10,317.39
10,547.57
11 ,408.s7
13,169.98
11 ,252.62
8,876.15

1.61 %
1.77%
1.72%
1.83%
1.87%
1.86%
2.37%
2.40%

2.92%
3.84%
4.89%
5.36%
5.78%
5.29%
3.54%
1.85%

Current Qfcle
2010
2011
2012
2013
2014
2015

1 ,139.97
1,258.89
1 ,379.35
1,462.51
1,930.67
2,061 .20

2,349.89
2,577.44
2,965.56
3,537.59
4,374.31
4,943.49

10,662.80
11,966.36
12,967.06
14,999.67
16,773.99
17,590.61

1.98%
2.05%
2_24%
2.14%
2.04%
2.10%

6.04%
6.77%
6.20%
5.57%
5.25%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.
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STOCK PRICE INDICATORS

S&P
Composite

NASDAQ
Composite DJIA

S&P
D/P

S&P
EIP

2004
1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

1,133.29
1,122.87
1,104.15
1,152.07

2,041.95
1,984.13
1,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71%
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

zoos

1st Qtr.

2nd Qtr.

3rd Qtr.

4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
22144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
1.83%
1.86%

5.11 %
532%
5_42%
5.60%

goos

1st Qtr.

2nd Qtr.

3rd Qtr.

4111 Qtr.

1 ,283.04
1 ,2B1.77
1 ,288.40
1,389.48

2,287_97
2,240.46
2,141.97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91%
1.81%

5.51%
5.86%
5.88%
5.75%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4m Qtr.

1,425.30
1 ,496.43
1 ,49D.81
1,494.09

2,444.85
2,552.37
2,609.68
2,701 .59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.85%
1.91%

5.85%
5.65%
5.15%
4.51%

2008
1st Qtr.
2nd Qtr.
3rd Qtr.
4!h Qtr.

1,350.19
1,371.65
1.251.94
909.80

2,332.91
2,426.26
2,290.87
1 ,599.64

12,383.86
12,508.59
11,322.40
8,795.61

2.11%
2,10%
229%
2.98%

4.55%
4.05%
3.94%
1 .65%

2009
1st Qtr.
2nd Qty'.
3/11Qtr.
am Qtr.

809.31
892.23
996.68

1,088.70

1,485.14
1,731 .41
1,985.25
2,162.33

7,774.06
8,327.83
9,229.93
10,172.78

3.00%
2.45%
2.16%
1.99%

0.86%
0.82%
1.19%
4.57%

2010
1 st Qtr.
2nd Qtr.
3rd Qtr,
4th QU.

1,121.50
1,135.25
1,096,39
1,204.00

2,274.88
2,343.40
2,237.97
2,534.62

10,454.42
10,570.54
10,390.24
11,236.02

1 .94%
1 .97%
2.09%
1.95%

5.21%
6.51%
6.30%
6.15%

2011
1 st Qtr.
2nd Qtr.
3rd Qtr.
4m Qtr.

1,302.74
1 ,319.04
1,237.12
1,225.65

2,741,01
z,76s.s4
2,613.11
2260031

12,024.62
12,370.73
11,671 .47
11,798.65

1.85%
1.97%
2.15%
2.25%

6.13%
6.35%
7.69%
6.91%

2o12
1st Qtr.

2nd Qtr.
3rd QU.
4m Qtr.

1,347.44
1_350)39
1,402.21
1,418.21

2,902.90
2,928.52
3,029.86
3,001 .69

12,839.80
12,765.58
13,118.72
13,142,91

2.12%
2.30%
2.27%
2.28%

6.29%
6.45%
6.00%
6.07%

2013

151 Qtr.

2nd Qtr.
3rd Qtr.

am Qtr.

1,514.41
1.60917
1,675.31
1,770.45

3,177.10
3,369.49
3,643.63
s,9so.s4

14,000.30
14,961 .28
15,255.25
15,751.96

2.21%
2.15%
2.14%
2.06%

5.59%
5.66%
5.61%
5.42%

2014
1st Qtr.
2nd Qtr.
3rd Qt.
4m Qtr.

1,834.so
1,900.37
1 ,975.95
2,012.04

4,210.05
4,195.81
4,4B3,51
4,607.88

1G,170.26
16,603.50
16,953.85
17,368.36

2.04%
2.06%
2,02%
2.03%

5.38%
5.28%
5.38%
4.97%

2015
1st Qtr.
2nd Qtr.
3rd Qtr.
am Qtr.

2,063.46
2,094.37
2,026.14
2,053.17

4,821.99
5,029.47
4,921.81
5,000.70

17,808.47
18,007.48
17,065.52
17,482.97

2.02%
2.05%
2.16%
2.15%

4.80%
4.60%
4.72%

Source: Council of Economic Advisors, Economic Indicators, various issues.
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ARIZONA WATER COMPANY
CAPITAL STRUCTURE RATIOS

2010 - 2014
($000)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2010 $77,975
51.0%
51.0%

$75,000
49.0%
49.0%

$0
0.0%

2011 $78,221
51.1%
51.1%

$75,000
48.9%
48.9%

$0
0.0%

2012 $77,478
50.8%
50.8%

$75,000
49.2%
49.2%

$0
0.0%

2013 $83,285
52.6%
52.6%

$75,000
47.4%
47.4%

$0
30.0%

2014 $86,959
53.7%
53.7%

$75,000
46.3%
46.3%

$0
10.0%

Note: Percentages may not total 100.0% due to rounding.

Source: Response to DCP 3.3.
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Schedule 4

AUS UTILITY REPORTS
WATER UTILITY GROUP

AVERAGE COMMON EQUITY RATIOS

Year

Common
Equity
Ratio

2011 47.3%

2012 48.9%

2013 51.9%

2014 52.6%

2015 52.3%

Average 50.6%

Note: Averages include short-term debt.

Source: AUS Utility Reports.



Exhibit DCP-5
Schedule 5

PROXY COMPANIES
COMMON EQUITY RATIOS

2011 2012 2013 2014 2015
2011-15
Average

Est'd
2018-20

Value Line Water Group

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

54.6%
44.2%
47.3%
51.5%
48.3%
46.5%
56.6%
43.4%
52.9%

57.8%
46.1 %
47.3% .
52.7%
52.2%
50.8%
57.4%
45.0%
54.0%

60.2%
47.6%
51.1%
53.6%
58.4%
52.9%
58.7%
48.9%
54.9%

60.9%
47.4%
51.5%
54.5%
59.5%
54.1%
58.8%
48.4%
55.2%

59.5%
46.5%
50.5%

58.0%
47.0%
50.0%

60.0%
56.0%
59.5%
49.0%
55.0%

58.6%
46.4%
49.5%
52.6%
55.7%
52.1%
58.2%
46.9%
54.4%

58.5%
53.0%
56.5%
47.5%
52.0%

Average 52.7% 52.8%

Median 52.6% 52.5%

Note: Common equity ratios exclude short-term debt.

Source: Value Line Investment Survey.
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Exhibit DCP-6
Schedule 6

PROXY COMPANIES

Company

Market
Capitalization
($ thousands)

Percent Reg
Water

Revenues

Common
Equity
RatiQ

Value
Line

Safety

S&P
Stock

Ranking

S&P
Bond
Rating

Value Line Water Group

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

$1 ,500,000
$10,800,000
$5,200,000
$238,966

$11 100,000
$425,000
$425,000
$600,000
$325,000

72%
87%
95%
94%
98%
100%
86%
95%
100%

58.0%
44.8%
49.6%
52.2%
53.4%
53.9%
55.9%
47.8%
55.1%

2
3
2
3
3
3
2
3
3

A
NR
A+
A-
A_
A-
A_
B
A

A+
A+/A
AA-
N R
AA_
A/A-

A
A
A_

Sources: AUS Utility Reports, Value Line.
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Exhibit DCP-7
Schedule 7
Page 1 of 4

PROXY COMPANIES
DIVIDEND YIELD

COMPANY
Qtr

DPS
November 2015 - January 2016

DPS HIGH LOW AVERAGE YIELD

Value Line Water Group

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

$0.224
$0.340
$0.178
$0.222
$0. 168
$0.268
$0.199
$8. 195
$0.156

$0.90
$1 .36
$0.71
$0.69
$0.67
$1.07
$0.80
$0.76
$0.62

$45.47
$65.04
$31 .53
$30.234
$25.14
$43.12
$29.01
$32_63
$26.67

$39.16
$55.13
$28.05
$23.80
$21 .01
$34.15
$24.01
$27.60
$22.18

$42.32
$60.09
$29.79
$27.07
$23.08
$38.64
$26.51
$30. 12
$24.43

2.1%
2.3%
2.4%
3.3%
2.9%
2.8%
3.0%
2.6%
2.6%

Average 2.7%

Source: Yahoo! Finance.
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Exhibit DCP-7
Schedule 7
Page 2 of 4

PROXY COMPANIES
RETENTION GROWTH RATES

COMPANY 2011 2012 2013 2014 2015 Average 2016 2018-'20 Average

Value Line Water Group

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources .
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

5.3%
3.5%
4.6%
0.5%
2.3%
1.4%
1.0%
3.1%
2.5%

6.6%
3.6%
4.3%
2.5%
3.4%
2.8%
1.4%
3.3%
2.4%

6.8%
4.7%
6.7%
0.9%
3.4%
3.8%
2.4%
2.8%
2.4%

5.7%
4.3%
6.1%
1.6%
4.1%
4.8%
3.1%
10.2%
3.9%

5.5%
4.5%
5.5%

5.5%
4.5%
5.0%

6.5%
4.0%
5.5%

6.0%
4.3%
5.8%

2.5%
5.0%
4.0%
3.0%
4.0%

6.0%
4.1%
5.4%
1.4%
3.1 %
3.6%
2.4%
4.5%
3.0%

4.0%
5.0%
4.0%
4.0%
4.5%

3.5%
4.0%
3.5%
3.0%
3.5%

3.8%
4.5%
3.8%
3.5%
4.0%

Average
3.7% 4.4%

Source: Value Line Investment Survey.
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Exhibit DCP-7
Schedule 7
Page 3 of 4

PROXY COMPANIES
PER SHARE GROWTH RATES

COMPANY
5-Year Historic Growth Rates

EPS DPS BVPS Average
Est'd '12-'14 to '18-'20 Growth Rates

EPS DPS BVPS Average

Value Line Water Group

14.0% 8.5% 6.5% 9.7% 6.0%
7.0%
7.5%

7.5%
8.5%
9.5%

3.0%
5.5%
5.5%

5.5%
7.0%
7.5%

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

13.0%
3.0%
4.0%
9.0%
4.5%
10.5%
6.0%

7.0%
3.5%
2.0%
2.0%
15%
3.0%
2.5%

6.5%
3.0%
5.0%
9.5%
3.0%
3.5%
4.5%

8.8%
3.2%
3.7%
6.8%
3.0%
5.7%
4.3%

6.5%
4.5%
5.0%
1.5%
6.5%

7.0%
5.0%
3.0%
6.0%
5.5%

4.5%
3.5%
3.0%
6.0%
3.0%

6.0%
4.3%
3.7%
4.5%
5.3%

Average 5.5% 5.5%

Source: Value Line Investment Survey.

i

\

I



Exhibit DCP-7
Schedule 7
Page 4 of 4

PROXY COMPANIES
DCF cosT RATES

ADJUSTED
YIELD

HISTORIC
RETENTION
GROWTH

PROSPECTIVE
RETENTION
GROWTH

HISTORIC
PER SHARE

GROWTH

PROSPECTIVE FIRST CALL
PER SHARE EPS
GROWTH GROWTH

AVERAGE
GROWTH

DCF
RATES

COMPANY

Value Line Water Group

2.2%
2.3%
2.5%
3.3%
3.0%
2.8%
3.0%
2.7%
2.6%

6.0%
4.1 %
5.4%
1.4%
3.1%
3.6%
2.4%
4.5%
3.0%

6.0%
4.3%
5.8%

9.7% 5.5%
7.0%
7.5%

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

3.8%
4.5%
3.8%
3.5%
4.0%

8.8%
3.2%
3.7%
6.8%
3.0%
5.7%
4.3%

6.0%
4.3%
3.7%
4.5%
5.3%

4.1 %
7.7%
5.9%
4.0%
5.0%
5.0%
2.7%
14.0%
4.9%

6.2%
5.8%
6.7%
2.8%
4.3%
4.8%
3.1 %
6.4%
4.3%

8.4%
8.1%
9.1%
6.2%
7.3%
7.7%
e.1.%
9.1%
6.9%

Mean 2.7% 3.7% 4.4% 5.6% 5.5% 5.9% 5.0% 7.7%

Median 2.7% 3.6% 4.1% 5.0% 5.4% 5.0% 4.8% 7.7%

Composite - Mean 6.4% 7.2% 8.4% 8.2% 8.6% 7.7%

Composite - Median 6.2% 6.8% 7.7% 8.1 % 7.7% 7.5%

Note: negative values not used in calculations.

Sources: Prior pages of this schedule.



Exhibit DCP-8
Schedule 8

STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE

20-YEAR
T-BOND
INCOME

RISK
PREMIUM

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1998
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014

$12.33
$14.86
$14.82
$15.36
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21.73
$16.29
$18.86
$21 .89
$30.60
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.70
$27.59
$48.73
$58.55
$69.93
$81.51
$66.17
$14.88
$50.97
$77.35
$86.95
$86.51

$100.20
$102.31

$79.07
$85.35
$94.27

$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.07
$141.32
$147.26
$153.01
$158.85
$149_74
$180.88
$193.06
$216.51
$237.08
$249.52
$266.40
$290.66
$325.80
$338.37
$321.72
$367.17
$414.75
$453.06
$504.39
$529.59
$451 .37
$513.58
$579.14
$613.14
$666.97
$715.84
$726.96

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11 .80%
11 .49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.22%
13.24%
16.37%
16.58%
17.08%
16.33%
14.62%
17.29%
16.22%
7. 44%
8. 36%

14. 15%
14.98%
16.12%
17.03%
12.80%
3. 03%

10.56%
14.15%
14.59%
13.52%
14.49%
14. 18%

7.90%
8.86%
9.97%

11.55%
13.50%
10.38%
11.74%
11.25%
8.98%
7.92%
8.97%
8.81 %
8. 19%
8.22%
7.29%
7. 17%
6.59%
7.60%
e. 18%
6.64%
5.83%
5.57%
6.50%
5.58%
5.59%
4.80%
5.02%
4.89%
4.88%
4.86%
4.45%
8.47%
4.25%
3.81%
2.40%
2.86%
3.33%

7. 10%
7.69%
5.09%
2.95%
-2.11 %
1.85%
2.16%
0.55%
2.51 %
5.50%
8.28%
7.04%
6.28%
2.23%
4.93%
6.07% .
9 .78%
8.98%

10.90%
9.69%
8.79%

11.72%
9.72%
1.91%
2.77%
9.35%
9.96%

11 .43%
12.35%
7.94%
-1 .42%
7.09%
9.91%

10.78%
11.12%
11.63%
10.85%

Average 6.85%

Source: Standard 8< Poor's Analysts' Handbook, Ibbotson Associates Handbook.
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Exhibit DCP-9
Schedule 9

PROXY COMPANIES
CAPM COST RATES

COMPANY
RISK-FREE

RATE BETA
RISK

PREMIUM
CAPM
RATES

Value Line Water Group

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

2.60%
2.60%
2.60%
2.60%
2.60%
2.60%
2.60%
2.60%
2.60%

0.70
0.70
0.75
0.55
0.75
0.65
0.70
0.75
0.75

5.75%
5.75%
5.75%
5.75%
5.75%
5.75%
5.75%
5.75%
5.75%

6.6%
6.6%
6.9%
5.8%
6.9%
6.3%
6.6%
6.9%
6.9%

Mean 6.6%

Median 6.6%

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, Federal Reserve.
20-year_Treasury Bonds

Month Rate
Nov. 2015 2.69%

Dec., 2015 2.61%
Jan. I 2016 2.49%

Average 2.60%
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2009-2014

2002-2008

Averages:

2014

2013

2012

2011

2010

2009

2008

2007

2006

YEAR

2005

2004

2003

2002

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

2002 _ 2014

RETURN ON
AVERAGE EQUITY

13.6%

12.4%

14.2%

14.5%

13.5%

14.6%

14.2%

10.6%

12.8%

17.0%

16.1%

15.0%

3.0%

14.2%

8.4%

Exhibit DCP-11
Schedule 11

MARKET-TO
BOOK RATIO

220%

275%

268%

237%

214%

208%

208%

224%

187%

284%

277%

278%

291%

278%

296%

Source: Standard & Poor's Analyst's Handbook, 2015 edition.
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Exhibit DCP-12
Schedule 12
Page 1 of2

RISK INDICATORS

COMPANY
VALUE LINE

SAFETY
VALUE LINE

BETA

VALUE LINE
FINANCIAL
STRENGTH

so. P
STOCK

RANKING

Value Line Water Group

American States Water Co.
American Water Works
Aqua America Inc.
Artesian Resources
California Water Service Group
Connecticut Water Service, Inc.
Middlesex Water
SJW Corporation
York Water Company

2
3
2
3
3
3
2
3
2

0.70
0.70
0.75
0.55
0.75
0.65
0.70
0.75
0.75

A
B+
A
B

B++
B+
B++
B+
B+

4.00
3.33
4.00
3.00
3.67
3.33
3.67
3.33
3.33

A
NR
A+
A.
A.
A-
A.

B
A

4.00

4.33
3.67
3.67
3.67
3.67
3.00
4.00

2.6 0.70 B+/B++ 3.52 3.75

ll\ l

A.



Schedule 13

PROXY COMPANIES
SIZE AND RISK INDICATORS

Company

Market
Capitalization

($ 000)

Common
Equity
Ratio

Value
Line

Safety

S&P
Stock

Ranking

S&P
Bond

Rating

Parcell Proxy Group

Artesian Resources
York Water Company
Middlesex Water
Connecticut Water Service, Inc.
SJW Corporation
California Water Service, Inc.
American States Water Co.
Aqua America Inc.
American Water Works

$238,966
$325,000
$425,000
$425,000
$600,000

$1 ,100,000
$1 ,500,000
$5,200,000

$10,800,000

52.2%
55.1%
55.9%
53.9%
47.8%
53.4%
58.0%
49.6%
44.8%

3

3

2

3

3

3

2

2

3

A_
A
A-
A.
B
A_
A
A+
N R

N R
A.
A

A/A-
A

AA.
A+
AA_

A+/A

Sources: AUS Utility Reports, Value Line.
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Exhibit DCP-14
Schedule 14

COM P ARIS ON OF S IZE  AND R IS K INDICATORS  FOR P UBLICLY -TRADE D E LE CTRIC  UTIL IT IE S

VALUE LINE

COMPANY

CAP
($000)

Value Line _SAFETY - BE
FIN

_ STR

S&P
STOCK

RANKING
S&P

S&P
BOND

RATING
AUS

MOODY'S
BOND

RATING
AUS

Empire District Electric Company
Otter TaH Corp
MGE Energy Inc.
El Paso Electric Co.
Black Hills Corp.

975,000
975,000

1,300,000
1 ,400,000
1 ,800,000

2
3
1
2
2

0,70
0.90
0.75
0.75
0.95

B4-+
B+
A

B++
B++

B +
B
A .

B
B

A-
BBB-
AA.

BBB+
BBB

Baal
Baa2
Aar
Baal

A3/Baa1

Average 2.0 0.81 B++ B+ A-IBBB+ A3lBaa1

Avista Corp,
PNM Resources
ALLETE
NorthWester
Portland General
UIL Holdings
IDACORP
Hawaiian Electric Industries, Inc.
Cleco Corp.
Vedren
Great Plains Energy Inc.
Westar Energy, Inc.

2,000,000
2,000,000
2,400,000
2,400,000
2,700,000
2,700,000
2,900,000
3,200,000
3,300,000
3,300,000
3,000,000
4,500,000

2
3
2
3
2
2
2
2
1
2
3
2

0.80
0.85
0.80
0.75
0.80
0.75
0.80
0.80
0.75
0.80
0.85
0.75

A
B
A

B+
B++
B++
B++

A
A
A

B+
B++

A.
B
A.
A+
NR
B+
A

B+
B

B+
B

A ,

A- Baal
BBB Baan
A- AS

NR AS
A. AS

BBB Baa1/Baa2
A- AS

BBB- Baa2
BBB/8BB- Baa1/Baa2

N A- A2
BBB Baa2
A- A3/Baa1

Average 2.2 0,79 B+4- B+/A- BBB4- Baal

ITC Holdings Corp.
TECO Energy, Inc.
lntegrys EnergyGroup
OGE Energy Com.
Alliant Energy
Pinnacle West Capital Corp.
Pep co Holdings, Inc.
SCANA Corp.
CounterPointEnergy, Inc.
CMS Energy Corp. .
Ameren Corp.

5,100,000
5,200,000
5,500,000
5,800,000
6,500,000
6,600,000
6,800,000
8,000,000
8,300,000
8,800,000
9,200,000

2
2
2
1
2
1
3
2
2
2
2

0.70
0.80
0.80
0.90
0.80
0.70
0.65
0.75
0.80
0.75
0.75

B++

B+4-

A
A+

A
A+

B+

B ++

B+4»

B4-+

A

A+
B
B

A .
B+
B+
B
A
B
B
B

BBB+/BBB AS
A- AS

BBB+ AS
A- A2/A3

BBB A3lBaa1
A-/BBB+ Baa2

BBB+ Baa1/Baa2
A-IBBB+ A3/Baa1

BBB+/BBB . A3lBaa1
BBB+/BBB Baal

Average 1.9 0.76 NB + + B+ BBB+ A3lBaa1

Wisconsin Energy Corp.
DTE Energy Company
Energy Corp.
HrstEnergy Corp.
Eversource Energy
Xcel Energy Inc.
Consolidated Edison, Inc.
Edison International

10,000,000
13,000,000
13,000,000
14,000,000
16,000,000
17,000,000
19,000,000
19,000,000

1
2
3
3
1
1
1
2

0.70
0.75
0,70
0.65
0.75
0.65
0.60
0.75

A+
B ++
B++
B+
A
A

A+
A

A
A .
A .

B
A-
A .
B+
B

A-/BBB+ A1/A2
A-/BBB+ A2lA3

BBB+/BBB Baa2lBaa3
BBB Baa2
A- A3/Baa1
A- AS

A-/BBB+ A3
BBB+ A2/A3

Average 1_8 0_69 NB+-+ A-/B+ A-IBBB+ A3IBaa1

Public Semite Enterprise Group, Inc.
PPL Corp
PG&E Corp.
Sempra Energy
American Electric Power Company
Exelon Corp.
Souther Company
Dominion Resources
NextEra Energy, Inc.
Duke Energy Corp.

21 ,D00,0D0
22,000,000
24,000,000
25,000,000
26,000,000
28,000,000
42,000,000
43,000,000
47,000,000
52,000,000

1
2
3
2
2
3
2
2
2
2

0.75
0.65
0.65
0.B0
0.70
0.65
0.55
0.70
0.70
0,60

A++
B++
B+
A
A

B+-1-
A

B++
A
A

B+
B+
B

B+
A.

B
A .
B
A
B

A-/BBB+ A2
A- Baa1/Baa2

BBB/BBB~ A3/Baa1
N A - A2/A3

BBBIBBB~ Baal
BBB*/BBB Baal

A A3/Baa1
A- A3/Baa1

A -/BBB+ A2lA3
BBB+ AS

Avenage 2.1 0.68 NB + + B+ A-lBBB+ A3/Baa1

Sources:

Value Line Investment Survey
East - August21, 2015
Central .- June 19, 2015
West .. July 1, 2015

Aus fumy Reports, May, 2015

S&P Slow Guide, May, 2015
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BACKGROUND AND EXPERIENCE PROFILE
DAVID c. PARCELL, MBA, CRRA

PRESIDENT/SENIOR ECONOMIST

EDUCATION

1985
1970

1969

M.B.A., Virginia Commonwealth University
M.A., Economics, Virginia Polytechnic Institute and State
University, (Virginia Tech)
B.A., Economics, Virginia Polytechnic Institute and State
University, (Virginia Tech)

POSITIONS
2007-Present
1995-2007 Technical

1993-1995
1972-1993
1969-1972
1968-1969

President, Technical Associates, Inc. .
Executive Vice President and Senior Economist,
Associates, Inc.
Vice President and Senior Economist, C. W. Amos of Virginia
Vice President and Senior Economist, Technical Associates, Inc.
Research Economist, Technical Associates, Inc.
Research Associate, Department of Economics,
Polytechnic Institute and State University

Virginia

ACADEMIC HONORS
JN

Omicron Delta Epsilon - Honor Society in Economics
Beta Gamma Sigma - National Scholastic Honor Society of Business Administration
Alpha Iota Delta - National Decision Sciences Honorary Society
Phi Kappa Phi - Scholastic Honor Society

PROFESSIONAL DESIGNATIONS

Certified Rate of Return Analyst - Founding Member

RELEVANT EXPERIENCE

Financial Economics -- Advised and assisted many Virginia banks and savings and loan
associations on organizational and regulatory matters. Testified approximately 25 times before
the Virginia State Corporation Commission and the Regional Administrator of National Banks
on matters related to branching and organization for banks, savings and loan associations, and
consumer finance companies. Advised financial institutions on interest rate structure and loan
maturity. Testified before Virginia State Corporation Commission on maximum rates for
consumer finance companies.

Mn
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Testified before several committees and subcommittees of Virginia General Assembly on
numerous banking matters.

Clients have included First National Bank of Rocky Mount, Patrick Henry National Bank,
Peoples Bank of Danville, Blue Ridge Bank, Bank of Essex, and Signet Bank.

Published articles in law reviews and odler periodicals on structure and regulation of
banking/financial services industry.

Utility Economics -- Performed numerous financial studies of regulated public utilities.
Testified in over 300 cases before some thirty state and federal regulatory agencies.

Prepared numerous rate of return studies incorporating cost of equity determination based on
DCF, CAPM, comparable earnings and odder models. Developed procedures for identifying
differential risk characteristics by nuclear construction and other factors.

Conducted studies with respect to cost of service and indexing for determining utility rates, die
development of annual review procedures for regulatory control of utilities, fuel and power plant
cost recovery adjustment clauses, power supply agreements among affiliates, utility 'franchise
fees, and use of short-term debt in capital structure.

Presented expert testimony before federal regulatory agencies Federal Energy Regulatory
Commission, Federal Power Commission, and National Energy Board (Canada), state regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, District of
Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Maine, Maryland,
Missouri, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, Ohio, Oldahoma,
Ontario (Canada), Pennsylvania, South Carolina, Texas, Utah, Vermont, Virginia, West Virginia,
Washington, Wisconsin, and Yukon Territory (Canada).

Published articles in law reviews and other periodicals on the theory and purpose of regulation
and other regulatory subjects.

Clients served include state regulatory agencies in Alaska, Arizona, Delaware, Missouri, North
Carolina, Ontario (Canada), and Virginia, consumer advocates and attorneys general in Alabama,
Arizona, District of Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky,
Maryland, Nevada, New Mexico, Ohio, Oldahoma, Pennsylvania, South Carolina, Texas, Utah,
Vermont, Virginia, and West Virginia, federal agencies including Defense Communications
Agency, the Department of Energy, Department of die Navy, and General Services
Administration, and various organizations such as Bath hon Works, Illinois Citizens' Utility
Board, Illinois Governor's Office of Consumer Services, Illinois Small Business Utility
Advocate, Wisconsin's Environmental Decade, Wisconsin's Citizens Utility Board, and Old
Dominion Electric Cooperative.

IH
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Insurance Economics -- Conducted analyses of the relationship between the investment income
earned by insurance companies on their portfolios and the premiums charged for insurance.
Analyzed impact of diversification on financial strength of Blue Cross/Blue Shield Plans in
Virginia.

Conducted studies of profitability and cost of capital for property/casualty insurance industry.
Evaluated risk of and required return on surplus for various lines of insurance business.

Presented expert testimony before Virginia State Corporation Commission concerning cost of
capital and expected gains Hom investment portfolio. Testified before insurance bureaus of
Maine, New Jersey, North Carolina, Rhode Island, South Carolina and Vermont concerning cost
of equity for insurance companies.

Prepared cost of capital and investment income return analyses for numerous insurance
companies concerning several lines of insurance business. Analyses used by Virginia Bureau of
Insurance for purposes of setting rates.

Special Studies -- Conducted analyses which evaluated the financial and economic implications
of legislative and administrative changes Subject matter of analyses include returnable bottles,
retail beer sales, wine sales regulations, taxi-cab taxation, and bank regulation. Testified before
several Virginia General Assembly subcommittees.

Testified before Virginia ABC Commission concerning economic impact of mixed beverage
licensee
Clients include Virginia Beer Wholesalers, Wine Institute, Virginia Retail Merchants
Association, and Virginia Taxicab Association.

Franchise, Merger & Anti-Trust Economics -- Conducted studies on competitive impact on
market structures due to joint ventures, mergers, franchising and other business restructuring.
Analyzed the costs and benefits to parties involved in mergers. Testified M federal courts and
before banking and other regulatory bodies concerning the structure and performance of markets,
as well as on die impact of restrictive practices.

Clients served include Dominion Bankshares, asphalt contractors, and law firms.

Transportation Economics -- Conducted cost of capital studies to assess profitability of oil
pipelines, trucks, taxicabs and railroads. Analyses have been presented before the Federal
Energy Regulatory Commission and Alaska Pipeline Commission in rate proceedings. Served as
a consultant to the Rail Services Planning Office on the reorganization of rail services in the U.S.
Economic Loss Analyses -- Testified in federal courts, state courts, and other adjudicative
forums regarding die economic loss sustained through personal and business injury whether due
to bodily harm, discrimination, non-performance, or anticompetitive practices. Testified on
economic loss to a commercial bank resulting from publication of adverse information
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concerning solvency.
business firms.

Testimony has been presented on behalf of private individuals and

MEMBERSHIPS

American Economic Association
Virginia Association of Economists
Richmond Society of Financial Analysts
Financial Analysts Federation
Society of Utility and Regulatory Financial Analysts

Board of Directors 1992-2000
Secretary/Treasurer 1994-1998
President 1998-2000

RESEARCH ACTIVITY

Books and Major Research Reports

"Stock Price As An Indicator of Performance," Master of Arts Thesis, Virginia Tech,
1970

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior
Approval in die Commonwealth of Virginia," prepared for die Bureau of Insurance of the
Virginia State Corporation Commission, with Charles Schotta and Michael J. Ilea, 1971

"An analysis of the Virginia Consumer Finance Industry to Determine the Need for
Restructuring the Rate and Size Ceilings on Small Loans in Virginia and the Process by
which They are Governed," prepared for the Virginia Consumer Finance Association,
with Michael J. Ilea, 1973

State Banks and the State Corporation Commission: A Historical Review, Technical
Associates, Inc., 1974

"A Study of the Implications of the Sale of Wine by the Virginia Department of
Alcoholic Beverage Control", prepared for the Virginia Wine Wholesalers Association,
Virginia Retail Merchants Association, Virginia Food Deaners Association, Virginia
Association of Chain Drugstores, Southland Corporation, and the Wine Institute, 1983.

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An
Operational Review", prepared for the Bureau of Insurance of the Virginia State
Corporation Commission, with Michael J. Ilea and Alexander F. Sldrpan, 1988.

The Cost of Capital - A Practitioners' Guide, Society of Utility and Regulatory Financial
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Analysts,  1997 (previous editions in 1991, 1992, 1993, 1994, and 1995).

Papers PreseNted and Articles Published

"The Differential Effect of Bank Structure on die Transmission of Open Market
Operations," Western Economic Association Meeting, with Charles Schotta, 1971

"The Economic Objectives of Regulation: The Trend in Virginia," (with Michael J. Ilea),
William and Mary Law Review, Vol. 14, No. 2, 1973

"Evolution of the Virginia Banking Structure, 1962-1974: The Effects of the Buck-
Holland Bill", (with Michael J. Ilea), William and Mary Law Review, Vol. 16, No. 3,
1975

"Banldng Structure and Statewide Branching: The Potential for Virginia", William and
Mary Law Review, Vol. 18, No. 1, 1976

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past,
Present, and Future," William and Mary Business Review," Vol. 1, No. 2, 1976

"Electronic Banking - Wave of the Future?" (with 'James R. Marchand), Journal of
Management and Business Consulting,Vol. 1,No. 1, 1976

"The Pricing of Electnlcity" (with James R. Marchand), Journal of Management and
Business Consulting,Vol. 1,No. 2, 1976

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard
D. Rogers),University of Richmond Law Review, Vol. 11, No. 3, 1977

"When Is It In the 'Public Interest' to Authorize a New Bank?", University of Riclnnond
Law Review, Vol. 13, No. 3, 1979

"Banking Deregulation and Its Implications on do Virginia Banking Stsructure," William
and Mary Business Review, Vol. 5, No. l, 1983

"The Impact of Reciprocal Interstate Banking Statutes on The Performance of Virginia
Bank Stocks", with William B. Harrison,Virginia Social Science Journal,Vol. 23, 1988

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal,
Vol. 24, 1989

"Identifying and Managing Community Bank Performance After Deregulation", with
William B. Harrison,Journal of Manageria1 Issues,Vol. II, No. 2, Summer 1990

Ill l
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"The Flotation Cost Adjustment To Utility Cost of Common Equity - Theory,
Measurement and Implementation," presented at Twenty-Fifth Financial Forum, National
Society of Rate of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993 .

Biography of Myon Edison Bristow,Dictionary of Virginia Biography,Volume 2, 2001 .
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SETTLEMENT AGREEMENT

AND

LIST OF SIGNATORY PARTIES

The purpose of Mis Settlement Agreement ("Agreement") is to settle identified disputed issues
related to Docket No. W-01445A-15-0_77, Arizona Water Company's ("AWC" or "Company")
application to increase rates for its Western Group of systems as identified in its August 21, 2015
application ("Rate Case"). This Agreement is entered into by the following entities, which
together comprise the entirety of the parties to this proceeding, including all interveners:

Arizona Water Company
Arizona Corporation Commission Utilities Division ("Staff")

Residential Utility Consumer Office ("RUCO")
Abbott Laboratories ("Abbott")

Western Infrastructure Sustainability Effort ("WISE")

These entities shall be referred to collectively as the "Signatory Parties."

| |
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TERMS AND CONDITIONS

In consideration of die promises and agreements contained in this Agreement, the
Signatory Parties agree that the following numbered sections and subsections, including attached
eMiibits and schedules, comprise the Signatory Parties' Agreement.

1.0 RECITALS

1.1 Docket No. W-01445A-15-0277 was commenced by the filing of a notice of
intent to tile a general rate application by AWC on July 31, 2015. AWC subsequently filed its
general rate application on August 21, 2015. AWC's general rate application ("Application")
requested a total proposed revenue increase of $6,010,408, or approximately 28.33%, and a Fair
Value Rate Base ("FVRB") of $67,417,785.

1.2 Following a sufficiency finding by Staff on September 14, 2015, RUCO filed an
Application to Intervene on September 15, 2015. Abbott filed an Application to Intervene on
September 30, 2015. WISE tiled an Application to Intervene on December 16, 2015.

1.3 The Administrative Law Judge granted the applications to intervene filed by
RUCO, Abbott and WISE ("Interveners"). No other persons or entities have intervened in this
proceeding. ,

1.4 .The Administrative Law Judge scheduled an
Application to commerce on May 9, 2016. .

evidentiary hearing on the

1.5
revenue increase and 1=vR81, together with the amount proposed in settle1nent,2 are as follows:

The parties' litigation positions for hearing associated with the total proposed

Company
Staff
RUCO

Revenue Increase

$6,007,339
$3,788,915
$3,189,426

% Increase
29.16%
17.85%
14.92%

FVRB
$64,367,950
$63,874,767
$61,693,221

Agreement $4,572,937 21.55% $63,422,861

1.6 The parties' litigation positions for hearing included varying rate design
proposals. Abbott offered evidence that the revenue requirement for Abbott's 6-inch nonpotable
service connection at the Company's proposed rates was 37.62% less than current annual billings
to Abbott. Abbott requested that its 6-inch nonpotable service connection be recognized as a

1 Reflects the Company's position as tiled on 4/13/2016, in rebuttal, and Staff and RUCO's position as filed on

3/18/20 ]6, in direct testimony.

2 WISE and Abbott did not advocate for a particular amount of revenue increase or FVRB, but rather focused on

issues specific to their interests, the resolution of which are set forth in other sections of this Agreement,

|



separate rate class due to the unique service characteristics and non-typical cost of service

profile.

1.7 Staff filed a notice of settlement discussions ( L April 11, 2016. The Signatory
Parties were notified of the settlement discussion process, were encouraged to participate in the
negotiations, and were provided with an equal opportunity to participate. Pursuant to a notice,
formal settlement discussions between die Signatory Pmieswere held on April 25, 2016, at the

Commission's offices, with a settlement reached on all issues in the Rate Case by the Signatory
Parties.

1.8 The Signatory Parties agree that die negotiation process undertaken in this matter
was open, transparentand inclusive of all Signatory Parties, with each such party having an
equal opportunity to participate. All Signatory Parties, including their counsel and principal
witnesses and representatives, attended and actively participated in all phases of the settlement
discussions. This Agreement is a result of those meetings and the Signatory Parties' good faith
efforts to settle all of the issues presented in this Rate Case. A material consideration by AWC
in compromising its positions is the ability to quickly move its Application to final determination
by the Commission, so that die new rates as set forth in this Agreement and ordered by the
Commission may be implemented at the earliest possible date. To aNs end, the Signatory Parties
agree to expedite their efforts in advancing this matter before the Commission consistent with the
Procedural Orders made in the Rate Case and Commission Rules.

s

1.9 . _
a manner that will promote the public interest, provide for a prompt resolution of the issues, and
allow expeditious implementation of the new rates as ordered by the Commission.

The purpose of this Agreement is to settle all issues presented in the Rate Case in

1.10 The Signatory Parties agree that the terms of this Agreement will serve the public
interest by providing a just and reasonable resolution of the issues presented by the Rate Case,
establishing just and reasonable rates for AWC's customers, and promoting the health, welfare
and safety of AWC's customers. Commission approval of this Agreement will further serve the
public interest by allowing the Signatory Parties to avoid die expense and delay associated with
continued litigation.

1.11 The Signatory Parties agree to ask the Commission to (1) find that the terms and
conditions of this Agreement are just and reasonable and in the public interest, along with all
other necessary findings, and (2) approve the Agreement and order that the Agreement and the
rates contained therein shall become effective at the earliest practicable date.

2.0 REVENUE REQUIREMENT, RATE BASE, INCOME STATEMENTS AND
ADJUSTMENTS TO SAME

2. 1
Parties agree that:

For ratemaking purposes and for the purposes of this Agreement, the Signatory

2.2 AWC will receive an annual increase in revenues of $4,572,937 for an annual
revenue requirement of $25,789,7/6,

"7
.J
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2.3 The FVRB, which is determined based on the Original Cost Less DepreciatioN
Rate Base for purposes of this Rate Case, is $63,422,861 .

2.4 The breakdown of test year revenues of Me Western Group among the Pinal
Valley (Casa Grande, Coolidge, Stanfield), White Tank and Ajo systems is set forth in Schedule
A-l attached and incorporated into the Agreement by this reference.

2.5 The breakdown of FVRB of the Western Group among the Pinar Valley (Casa
Grande, Coolidge, Stanfield), White Tank and Ajo systems is set forth in Schedule B-1 attached
and incorporated into the Agreement by this reference.

2.6 The Pro Forma Adjustments applicable to FVRB for the Western Group and the
breakdown of such adjustments among the Pinal Valley (Casa Grande, Coolidge, Stanfield),
White Tank andAjo systems and the Phoenix Office and Meter Shop are set forth in Schedule B-
2, including its appendix attached, which are incorporated into the Agreement by divs reference.

2.7 The Adjusted Test Year Operating Income applicable to die Western~Group and
the breakdown of same among die Penal Valley (Casa Grande, Coolidge, Stanfield), White Tank
and Ajo systems are set forth in Schedule C-l attached and incorporated into the Agreement by
this reference.

2.8 The Income Statement Pro Forma Adjustments applicable to the Western Group
and the breakdown of such adjustments among die .Pined Valley (Casa Grande, Coolidge,
Stanfield), White Tank and Ajo systems are set forth in Schedule C-2, including its appendix
attached, which are incorporated into the Agreement by this reference.

2.9 The computation of the Gross Revenue Conversion Factor applicable to the
Western Group and the breakdown of such factor among die Penal Valley (Casa Grande,
Coolidge, Stanfield), White Tank and Ajo systems are set forth in Schedule C-3 attached and
incorporated into the Agreement Hy this reference.

3.0 COST OF CAPITAL

3.1 For ratemaking purposes and for the purposes of this Agreement, the Signatory
Parties agree that an appropriate return on common equity shall be l0.0%, an appropriate cost of
long-term debt shall be 6.82%, and dirt a capital structure comprised of 46.31% long-term debt
and 53.69% common equity shall be adopted, which equates to a weighted cost of debt of 3.16%,
a weighted cost of common equity of 5.37%, and an overall Weighted Average Cost of Capital
of 8.53%, as set forth in Schedule D-1 attached and incorporated into the Agreement by this
reference.

3.2 RUCO raised a concern in profiled testimony that AWC's cost of debt was high
compared to that of publicly traded water utilities and current interest rates. For the purposes of
settlement AWC agrees that going forward it will use its best good faith efforts to reduce its cost
of debt, and that any future debt will be prudently incurred under the most reasonable terms and
lowest cost reasonably available.

4
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4.0 RATE DESIGN

4.1 For ratemdcing purposes and for the purposes of this Agreement, doe Signatory
Parties agree that:

4.2 The summary of revenues by customer classification for the Western Group and
the breakdown of such revenues by classification among the Penal Valley (Casa Grande,
Coolidge, Stanfield), White Tank and Ajo systems shall be as set forth in Schedule H-1 attached
and incorporated into the Agreement by this reference.

4.3 The specific revenues by customer classification for the Western Group and the
breakdown of such specific revenues by classification among the Pinal Valley (Casa Grande,
Coolidge, Stanfield), White Tank and Ajo systems are set forth in Schedule H-2 attached and
incorporated into the Agreement by this reference.

systems is set
reference.

4.4 . The summary of j changes in representative rate schedules by customer
classification for the Pinar Valley (Casa Grande, Coolidge, Stanfield), White Tank and Ajo

into the Agreement by thisforth in Schedule H-3 attached and incorporated

White Tank. and Ajo systems is set forth in
Agreement by this reference. :

4.5 The summary of a typical bill analysis, showing impact on bills from the
settlement set forth in this Agreement for the Pinal Valley (Casa Grande, Coolidge, Stanfield),

Schedule H-4 attached and incorporated into the

4.6 Abbott Laboratories' 6-inch nonpotable service connection shall be served under
a special tariffed rate, as set forth in Schedule H-3 attached and incorporated into the Agreement
by this reference.

5.0 NITRATE DEFERRAL

5.1 Me Signatow Parties agree that AWC is audiorized to defer its incurred costs
associated with the installation and operation of the nitrate treatment facilities set forth on the
attached Schedule. Support for all elements of these deferred costs shall be maintained by the
Company. These deferrals should be subject to the following ratemaking treatment:

5. 1 .1 A11 costs should be recorded on AWC's books and records as incurred.

5.1.2 An allowance for funds used during construction ("AFUDC") should be
recorded during construction in the ordinary and customary manner for such construction
projects.

5.1.3 AWC shall depreciate the nitrate treatment plant additions at the current
Commission approved depreciation rates.

5.1.4 AWC shall defer the depreciation expense, cost of media replacement or
regeneration, cost of chemicals, and waste media disposal for these facilities once they are placed
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in service and operating, and may record post-in service AFUDC for consideration of recovery in
AWC's next Western Group rate cases Such deferred cost shall be recorded as a regulatory asset.

5.1.5 The Signatory parties acknowledge that the cost of constructing and
operating these nitrate treatment facilities can only be estimated at this time. The Signatory
parties agree that the actual, total amount of deferred costs, including depreciation expense, the
cost of media replacement or regeneration, cost of chemicals, waste media disposal, and post in-
service AFUDC, shall not exceed $21,738,368

6.0 OTHER SETTLEMENT ISSUES

6.1 The Signatory Parties agree to a rate case expense amount for AWC of $360,000
to be amortized over three (3) years as shown on Schedule C-2 Settlement Appendix, page 3 of

16.

6.2 The Signatory Parties agree that AWC may defer tank maintenance costs for
possible recovery in a future rate case, and that AWC is authorized to record such deferral of
Costs. Further AWC shall keep and maintain adequate records to support the deferred costs.

6.3 The Signatory Parties agree on AWC's proposal to continue its Arsenic Cost
Recovery Mechanism ("ACRM"). AWC's General Service Tariff shall be amended to provide
limited exceptions to the ACRMsurcharge to exclude Abbott Laboratories' dedicated 6-inch
service connection from the calculation and application of die surcharge.

6.4 The Signatory Parties agree that the deferral period on the used and useful portion
of the deferred M&I Central Arizona Project ("CAP") water charges is extended from twenty to
twenty five years as shown on Schedule C-2 Settlement Appendix, page 6 of 16.

6.5 The Signatory Parties agree dirt AWC shall file a plan of administration for its
CAP surcharge within 90 days of a decision in this matter for review and approval by Staff.

6,6 The Signatory Parties agree that AWC shall convert its Uniform System of
Accounts ("USOA") to the 1996 version of the National Association of Regulatory Utility
Commissioners' ("NARUC") USOA, but will continue using the current version until filing a
rate case that uses a 2017 or later test year.

6.7 AWC's next Western Group general rate case filing, or rate case filed for any
individual system of the Western Group, shall use a test year including at least twelve months of
actual experience with the rates approved in this Rate Case.

6.8 AWC agrees  to begin r ecording it s  accumula ted deprecia t ion r eserve by
individual utility plant account. In addit ion,  AWC agrees to conduct  a  comprehensive
depreciation study in order to develop a reasonable methodology for allocating its existing
accumulated depreciation reserve account to the appropriate utility plant accounts for all service

The Company will have completed such depreciation study by the time of filing its nextareas.

6



rate case using a 2017 or later test year. The cost for this study will be deferred for consideration
of recovery in a future rate case.

6.9 The Signatory Parties agree on AWC's Off-site Facilities Fee for the White Tank
service area, as proposed in its Application.

6.10 . The Signatory Parties agree on AWC's proposal to continue its Off-site Facilities
Fee tariff schedule for the Pinal Valley (Casa Grande, Coolidge and Stanfield) service area.

6.11 ` The Signatory Parties agree on ARC's proposal to continue its CAP M&l Fee
tariff schedules for the Pinal Valley (Casa Grande and Coolidge only) and White Tank service
areas.

6 .12  " Given the cur r ent  procedura l  s t anding of  judicia l  r eview of  the Sys tem
Improvement Benefits (SIB) mechanism in the Arizona courts, the Signatory Parties have agreed
not to include terms of a SIB mechanism in this Agreement. Should the Supreme Court uphold
the Commission's authority to create Me SIB by finding that die SIB is a legal ratemaking
mechanism, any Signatory Party may use appropriate procedural mechanisms to seek to add a
SIB mechanism and shall not be deemed to have waived its right to do so by entering into this
Agreement. .

7.0 COMMISSION EVALUATION OF PROPO SED SETTLEMENT

. 7.1 This Agreement shall serve as a procedural device by which the Signatory Parties
will submit their proposed settlement of AWC's Rate Case Docket No. W-01445A-15-0277 to
the Commission.

7.2 All currently-tiled testimony and exhibits, as well as the testimony in support of
this Agreement shall be offered into the Commission's record as evidence.

7.3 The Signatory Parties recognize that the Commission will independently consider
and evaluate the terms of this Agreement.

7.4 If the Commission issues an order adopting all material terms of this Agreement,
such action shall constitute Commission approval of the Agreement. Thereafter, the Signatory
Parties shall abide by the terms as approved by the Commission.

7.5 The Signatory Parties agree to support and defend this Agreement, including
filing test imony in suppor t  of the Agreement  and present ing evidence in suppor t  of the
Agreement a t  the hear ing scheduled to begin on May 12,  2016,  and will not  oppose any
provision of the Agreement in pre-filed or live testimony or otherwise. The parties agree to
waive their rights to appeal a Commission Decision approving the same, provided that the
Commission approves all material provisions of the Agreement. The Signatory Parties shall take
reasonable steps to expedite consideration of the settlement, entry of a Decision adopting the
settlement, and implementation of the rates anticipated in this Agreement and shall not seek any
delay in the schedules set for consideration of the Agreement or for the Administrative Law
Judge's or Commission's consideration of the settlement embodied in the Agreement. If the

7
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Commission adopts an order approving all material terms of this Agreement, die Signatory
Parties will support and defend Me Commission's order before any court or regulatory agency in
which it may be at issue, except that no Party will he required to hire an attorney or otherwise
expend money in demonstrating such support.

7.6 Consistent with any order of the Commission, AWC shall file compliance tariffs
for Staff review and approval. Such compliance tariffs, however, will become effective upon the
effective date of the rate increase stated in the Cornrnission's Order..

7.7 If the Commission fails to issue an order adopting all material terns of this
Agreement or adds new or different material terms to this Agreement, any or all of the Signatory
Parties may withdraw from this Agreement, and such Signatory Party or Parties may pursue
without prejudice their respective remedies at law. For the purposes of this Agreement, whether
a term is material shall be left to the discretion of the Signatory Party choosing to withdraw from
the Agreement. If a Signatory Party files an application for rehearing before the Commission,
Staff shall not be obligated to tile any document or take any position regarding the withdrawing
Signatory Party's application for rehearing.

7.8 The Signatory parties recognize that Staff does not have the power to bind the
Commission. For purposes of proposing a settlement agreement, Staff acts in the same manner
as any party to a Commission proceeding.

8.0 MISCELLANEOUS PROVISIONS

8.1 The provisions set forth in the Agreement are made for purposes of settlement
only and shall not be construed as admissions against interest or waivers of litigation positions of
the Signatory parties in this Rate Case or related to other or future rate cases.

8.2 This Agreement represents the Signatory Parties' mutual desire to settle disputed
issues in a Manner consistent with the public interest. None of the positions taken in this
Agreement by any of the Signatory Parties may be referred to, cited, or relied upon as precedent
in any proceeding before die Commission, any other regulatory agency, or any court for any
purpose except in furtherance of Mis Agreement.

8.3 This case presents a unique set of circumstances and to achieve consensus for
settlement, participants may be accepting positions that, in other circumstances, they would be
unwilling to accept. They are doing so because the Agreement, as a whole, with its various
provisions for settling the unique issues presented by this case, is consistent wide their long-term
interests and with the broad public interest. The acceptance by any Signatory Party of a specific
element of this Agreement shall not be considered as precedent for acceptance of that element in
any other context.

8.4 No Signatory Party is bound by any position asserted in negotiations, except as
expressly stated otherwise in this Agreement. No Signatory Party shall offer evidence of
conduct or statements made in the course of negotiating aNs Agreement before this Commission,
or any other regulatory agency, or any court.

8
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8.5 Each of the terms and conditions of the Agreement is in consideration and support
of all other terms. Accordingly, due terms are not severable.

8.6 The Signatory Parties warrant and represent that each person whose signature
appears below is fully authorized and empowered to execute this Agreement.

8.7 The Signatory Parties acknowledge that they are represented by competent legal
counsel and that died understand all of the terms of this Agreement and have had an opportunity
to participate in due drafting of this Agreement and to filly review it with their counsel before
signing, and that they execute this Agreement with ful l  knowledge of  the terms of  the
Agreement.

8.8 This Agreement may be executed in any number of counterparts and by each
individual Signatory Party on separate counterparts, each of which when so executed and
delivered shall be deemed an original and all of which taken together shall constitute one and the
same instrument. This Agreement may also be executed electronically or by facsimile.

8.9 To the extent any provision of this Agreement is inconsistent with any existing
CommisSion order, rule or regulation, this Agreement shall control.

8.10 Nothing in this Agreement shall prevent AWC Horn requesting a change to its
rates in die event of conditions or circumstances that constitute an emergency. For purposes of
this Agreement, the term. "emergency" is l imited to an extraordinary event that,~ in the
Commission's judgment, requires rate relief in order to protect the public interest. This
provision is not intended to preclude Staff or any Intervenor from opposing an application for
rate relief filed by AWC pursuant to this paragraph. Nothing in this Agreement is intended to
limit the Commission's ability to change rates at any time pursuant to its lawful audiority.

Executed thisQsfgday of May, 2016.

ARIZONA WATER COMPANY

Name... ; is M.. IA
I t s :  M o m ~ r e

ARIZONA CORPORATION COMMISSION
UTILITIES DIVISION

1

Qw /44
D.ir9€;\)r u

Name:
Its:

i931-Ddl-Q*1IL'l4
D i\nl§;DV)
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RESIDENTIAL UTILITY CONSUMER OFFICE

By:_ .
Name:__
Its:

"w 4 /l» 1 " /

/
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ABBOTT LABORATORIES

By:
Name:
Its:

; * Y'b:r¢ '°

H
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WESTERN INFRASTRUCTURE
SUSTAINABILITY EFFORT

Name: G./@ AW46m
Its:
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'ARizonA WATER COMPANY

TARIFF .SCHEDULE .- OFF-SITE FACILITIES FEE (WATER)
Filed by: William M. Garfield
Title: President
Date of Original Filing: April 30, 2012
System(s): PINAL VALLEY (cAsA GRANDE, COOLIDGE, STANFIELD)

A.C.C. No.

Cancelling A.C.C. No. 527
Tariff or Schedule No. FF-101
Filed:
Effective:

1. Rurpose and_ Applicability

The purpose of the off-site facilities fees payable to Arizona Water Company ("the Company")
pursuant to this tariff is to equitably apportion the costs of constructing additional off-site facilities
necessary to provide' water production, treatment, delivery, recharge, recovery, storage and pressure
among all new service connections. These charges are applicable to all new service connections
established after the effective date of this tariff undertaken via Main Extension Agreements or
requests for service not requiring a Main Extension Agreement. The charges are one-time charges
and are payable as a condition to Company's establishment of service, as more particularly provided
below.

11. Definition;

Unless the context otherwise requires, the definitions set forth 'm R-14-2-401 of the Arizona
Corporation Comhlission's ("Co1:nmission") rules and regulations governing water iltilities shall
apply in interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of water
facilities to serve new service connections, including Developers and/or Builders of new residential
subdivisions and/or commercial and industrial properties.

"CAP Water" means water from the Central Arizona Project provided directly or indirectly to the
COI'1'1P8l1Y.

"Company" means Arizona Water Company.

"Main Extension Agreement" means any agreement whereby an Applicant agrees to advance the
costs of the installation of water facilities necessary for the Company to serve new service
connections within a development, or installs such water facilities necessary to serve new service
connections and transfer ownership of such water facilities to the Company, which agreement shall
require the approval of the Commission pursuant to A.A.C. R-l4-2-406, and shall have the same
meaning as "Water Facilities Agreement" or "Line Extension Agreement."

"Off-site Facilities" means water treatment facilities, including treatment of CAP Water and other
available water supplies, recharge and recovery facilities, storage tanks and related appurtenances
and equipment necessary for proper operation of such water treatment facilities, including
engineering and design costs. Off-site facilities may also include booster pumps, wells for recovery
of stored CAP water or other groundwater supplies, pressure tanks, transmission mains and related
appurtenances and equipment necessary for proper operation of such facilities if these facilities are
not for the exclusive use of the applicant and will benefit the entire water system.

S \Wvancleve\2015 CASESE15-0277 Az Water CO. CAp\Set1lemnt\Off-sae Flcl1Thes Fee - *mat Valle- soc
Page 'I of 4



Meter Size Size Factor Residential
All Other
Classes

5/8" X 3/4 cc 1 $3,500 $3,500
3/4" 1 . 5 $3,500 $5,250

1 "

2 . 5 $8,750 $8,756
as

1-1/2 5 $17,500 $17,500
8 $28,000 $28,000

1 6 $56,000- $56,000
25 $87,500 $87,500

6" or larger 50 $175,000 $175,000

ARIZONA WATER COMPANY
OFF-SITE FACILITIES FEE (WATER)(continued)

"Service Connection" means and includes all service connections for single-family residential or
commercial, industrial other uses, regardless of meter size.

III. Off-Site Water Eacilities Few

For each new service connection, the Company shall collect an off-site facilities fee derived from the
following table:

OFF-SITE FACILITIES FEE TABLE

Total Fee

Iv. Terms and Conditions

( A ) Assessment of One Time Off-Site Facilities Fee: The off-site facilities fee may be assessed
only once per parcel, service connection, or lot within a subdivision (similar to meter and service
line installation charge). These charges are not applicable to additional service connections that are
established as back-up connections, under the condition that these service connections are not to be
used at the same time.

(B) Use of Off-Site Facilities Fee: Off-site facilities fees may only be used to pay for capital
items of off-site facilities or for repayment of loans obtained to fund the cost of installation of off-
site facilities. Off-site facilities fees shall not be used to cover repairs, maintenance, or operational
costs. The Company shall record amounts collected under tar iff as Contr ibutions in Aid of
Construction ("CIAC"), however, such amounts shall not be deducted from rate base until such
amounts have been expended for utility plant.

(C) Time of_Paym.e.;n1.::

1) For those requiring_a Main E_xtension Agreement: In the event that the Applicant is required
to enter into a Main Extension Agreement, whereby the Applicant agrees to advance the

S:W\.f'Jancleve°2s'15 CASESW'-GET? A:W:\er Cm. CA'=".Settlemen1\OI1-site Facilities Fee - Penal VnIlev.doc Page 2 sf 4

|



I II l

ARIZONA WATER COMPANY
OFF-SITE FACILITIES FEE (WA TER)(continued)

88

costs of installing mains, valves, fittings, hydrants and other on-site improvements or
construct such improvements in order to extend service in accordance wide R-l4-2-406(B),
payment of die off-site facilities fees required hereunder shall be made by the Applicant no
later than 15 calendar days after receipt of notification from the Company that the Utilities
Division of the Arizona Corporation Commission has approved die Main Extension
Agreement in accordance with R-l4-2-406(M).

2) For those connecting to an existing main: In the event that the Applicant is not required to
enter into a Main Extension Agreement, the off-site facilities fee charges hereunder shall be
due and payable at due time die meter and service line installation fee is due and payable.

(D) Off-Site Facilities Construction By Developer: Company and Applicant may agree to
construction of off-site facilities necessary to serve a particular development by Applicant, which
facilities are then conveyed to Company. In that event, Company shall credit the total cost of such
off-site facilities as an offset to off-site facilities fees due under this Tariff. If the total cost of the
off-site facilities constructed by Applicant and conveyed to Company is less Hwan the applicable off-
site facilities fees under this Tariff; Applicant shall pay the remaining amount of off-site facilities
fees owed hereunder. If the total cost of the off-site facilities contributed by Applicant and conveyed
to Company is more than the applicable off-site facilities fees under this Tariff, Applicant shall be
refunded the difference upon acceptance of the off-site facilitiesby the Company.

(E) Failure to Pay Charges, Delinquent Payments: The Company will not be obligated to make
an advance commitment to provide. or actually provide water service to any Applicant in the event
that the Applicant has not paid in full all charges hereunder. Under no circumstances will the
Company set a meter or otherwise allow service to be established if the entire amount of any
payment due hereunder has not been paid.

(F) Large Subdivision and/or Development Prqjectsz In the event dirt the Applicant is engaged
in the development of a residential subdivision and/or development containing more than 150 lots,
the Company may, in its discretion, agree to payment of off-site facilities fees in installments. Such
installments may be based on the residential subdivision and/or development's phasing, and should
attempt to equitably apportion the payment of charges hereunder based on the Applicant's
construction schedule and water service requirements. In the alternative, the Applicant shall post an
irrevocable letter of credit in favor of the Company in a commercially reasonable form, which may
be drawn by the Company consistent with the actual or planned construction and hook up schedule
for the subdivision and/or development.

(G) Off-Site'Facilities Fees Non-refundable: The amounts collected by the Company as off-site
facilities fees shall be non-refundable contributions in aid of construction,

(H) Use_0f_ Off-S§e_Facilities _Fees _Received_: All funds collected by the Company as off-site
facilities fees shall be deposited into a separate interest bearing bank account and used solely for the
purposes of paying for the costs of installation of off-site facilities, including repayment of loans
obtained for die installation of off-site facilities that will benefit the entire water system.

s .V'nansieve\2u15 cAsEs\15-8ET! As Water Co. GAp'-5el.tlemen!\Dff-sie =acililies Fee - Pine' Valley.doc. Page 3 of 4

|



ARIZONA WATER COMPANY
OFF-SITEFACILITIES FEE (WA TER)(continued)

(I) Off-Site Facilities Fee in Addition to On-site Facilities: The off-site-facilities-fee shall be in
addition to any costs associated with the construction of on-site facilities under a Main Extension
Agreement.

(J) Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing funds collected pursuant to this tariff, or if the off-site facilities fee tariff has
been terminated by order of the Arizona Corporation Commission, any funds remaining in the bank
account shall be refunded. The manner of the refund shall be determined by the Commission at the
time a refund becomes necessary.

(K) Fire Flow Requirements: In the event the Applicant for service has fire flow requirements
that require additional facilities not covered by this tariff, such additional facilities shall be
constructed under a separate Main Extension Agreement as a non- refundable contribution and shall
be in addition to the off-site facilities fees.

(L) Status Reporting Requirements to the Commission: The Company shall submit a calendar
year off-site facilities fee status report each January 31" to Docket Control for the prior twelve (12)
month period, beginning January 31, 2017, until the off-site facilities fee tariff is no longer in effect.
This status report shall contain a list of all customers that have paid the off-site facilities fee, the
amount each has paid, the physical location/address of the property in respect of which such fee was
paid, the amount of money spent from the account, the amount of interest earned on the funds within
the tariff account, and a list Of all facilities that have been installed with the tariff ds during the 12
month period.

'.\Wlncleve\2u15 .:AsEs\15-D277 AS Water .to ..":A='\setl!ement\Off-sae.Fadliea Foe - Pmal Vallegudnc P2334 off
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ARIZONA WATER CQMPANY

A.C.C. No.TARIFF SCHEDULE - OFF-SITE FACILITIES FEE (WATER)
Filed by: William M. Garfield
Title: President
Date of Original Filing: August 7, 2015
System(s):  W HITE TANK

Cancelling A.C.C. No.
Tariff or Schedule No.
Filed: August 7, 2015
Effective:

1. Purpose and Applicabilitv

The pLu'pose of the off-site facilities fees payable to Arizona Water Company ("the Company")
pursuant to this tariff is to equitably apportion the costs of constructing additional off-site facilities
necessary to provide water production, treatment, delivery, recharge, recovery, storage and pressure
among all new service connections. These charges are applicable to all new service connections
established after the effective date of this tariff undertaken via Main Extension Agreements or
requests for service not requiring a Main Extension Agreement. The charges are one-time charges
and are payable as a condition to Company's establishment of service, as more particularly provided
below. »

II. Definitions

Unless the context otherwise requires, the definitions set forth in R-14-2-401 of the Arizona
Corporation Commission's ("Commission") .rules and regulations governing water utilities shall
apply in interpreting this tariff schedule.

"Applicant" means any party entering into an agreement with Company for the installation of water
facilities to serve new service connections, including Developers and/or Builders of new residential
subdivisions and/or commercial and industrial properties.

"CAP Water" means water from the Central Arizona Project provided directly or indirectly to the
Company.

"Company" means Arizona Water Company.

"Main Extension Agreement" means any agreement whereby an Applicant agrees to advance the
costs of the installation of water facilities necessary for the Company to serve www .service
connections within a development, or installs such water facilities necessary to serve new service
connections and transfer ownership of such water facilities to die Company, which agreement shall
require the approval of the Commission pursuant to A.A.C. R-l4-2-406, and shall have the same
meaning as "Water Facilities Agreement" or "Line Extension Agreement."

"Off-site Facilities" means water treatment facilities, including treatment of CAP Water and other
available water supplies, recharge and recovery facilities, storage tanks and related apptutenances
and equipment necessary for proper operation of such water treatment facilities, including
engineering and design costs. Off-site facilities may also include booster pumps, wells for recovery
of stored CAP water or other groundwater supplies, pressure tanks, transmission mains and related
appurtenances and equipment necessary for proper operation of such facilities if these facilities are
not for the exclusive use of the applicant and will benefit the entire water system.

Page 1 of 4
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Meter Size Size Factor Residential
All Other
Classes

cc5/8" x 3/4 1 $2,500 $2,500
3/4" 1.5 $2,500 $3,750

1 " 2.5 $6,250 $6,250
LL

1-1/2 5 $12,500 $12,500
8 $20,000 $20,000

16 $40,000 $40,000
25 $62,500 $62,506

6" or larger 50 $125,000 $125,000

ARIZONA WATER COMPANY
OFF-SITE FACILITIESFEE (WATER)(continued)

"Service Connection" means and includes all service connections for single-family residential or
commercial, industrial other uses, regardless of meter size.

111. Off-Site_water Facilities Few

For each new service connection, the Company shall collect an off-site facilities fee derived from the
following table:

OFF-SITE FACILITIES FEE TABLE

_ Total Fee

I v . Terms and Conditions

(A) Assessment of One Time Off-Site Facilities Fee; The off-site facilities fee may be assessed
only once per parcel, service connection, or lot within a subdivision (similar to meter and service
line installation charge). These charges are not applicable to additional service connections dirt are
established as back-up connections, under the condition that these service connections are not to be
used at the same time.

Use of Off-Site Facilities_ __
items of off-site facilities or for repayment of loans obtained to fund the cost of installation of off-
site facilities. Off-site facilities fees shall not be used to cover repairs, maintenance, or operational
costs. The Company shall record amounts collected under tar iff as Contr ibutions in Aid of
Construction ("ClAC"), however, such amounts shall not be deducted from rate base until such
amounts have been expended for utility plant.

(B) Fee: Off-site facilities fees may only be used to pay for capital

(C) Time of Payment:

1) Forjlgqse requiring _a_ Main Extension Agreemen'g_In the event dirt the Applicant is required
to enter into a Main Extension Agreement, whereby the Applicant agrees to advance the

S:\WVancieve\2G15 CAS=S\15-B277 As Waler Cm ,A=".setllemem\off-siie Facilities Fee Wine Tank.doc
Page 2 of 4
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ARIZONA WATER COMPANY
OFF-SITE FACILITIES FEE (WA TER)(continued)

1111

costs of installing mains, valves, fittings, hydrants and other on-site improvements or
construct such improvements in order to extend service in accordance with R-14-2-406(B),
payment of the off-site facilities fees required hereunder shall be made by the Applicant no
later than 15 calendar days after receipt of notification from the Company that the Utilities
Division of the Arizona Corporation Commission has approved die Main Extension
Agreement in accordance with R-14-2-406(M).

2) For those connecting to an existing main: In the event drat the Applicant is not required to
enter into a Main Extension Agreement, the off-site facilities fee charges hereunder shall be
due and payable at the time the meter and service line installation fee is due and payable.

(D) Off-Site Facilities Construction By Developer: Company and Applicant may agree to
construction of off-site facilities necessary to serve a particular development by Applicant, which
facilities are then conveyed to Company. In that event, Company shall credit the total cost of such
off-site facilities as an offset to off-site facilities fees due under this Tariff If the total cost of the
off-site facilities constructed by Applicant and conveyed to Company is less tha.n the applicable off-
site facilities fees under this Tariff Applicant shall pay the remaining amount of off-site facilities
fees owed hereunder. If the total cost of the off-site facilities contributed by Applicant and conveyed
to
refunded the difference upon acceptance of the off-site facilities by the Company.

(E) Failure to Pay Charges, Delinquent Payments: The CoMpany will not be obligated to make
an advance commitment to prOvide or actually provide water service to any Applicant in the event
that the Applicant has not paid in full all charges hereunder. Under no circumstances will the
Company set a meter or otherwise allow service to be established if die entire amount of any
payment due hereunder has not been paid.

Company is more than the .applicable off-site facilities fees under this Tariff Applicant shall be

(F) Large Subdivision and/or Development Projects: In the event that the Applicant is engaged
in the development of a residential subdivision and/or development containing more Man 150 lots,
the Company may, in its discretion, agree to payment of off-site facilities fees in installments. Such
installments may be based on the residential subdivision and/or development's phasing, and should
attempt to equitably apportion the payment of charges hereunder based on the Applicant's
construction schedule and water service requirements. In the alternative, the Applicant shall post an
irrevocable letter of credit in favor of the Company in a commercially reasonable form, which may
be drawn by the Company consistent with the actual or planned construction and hook up schedule
for the subdivision and/or development.

(G) Off-Site Facilities Fees Non-re dable: The amounts collected by the Company as off-site
facilities fees shall be non-refundable contributions in aid of construction.

Use _of Off-Site Eacilities Eyes_ Received: A11 funds collected by the Company as off-site
facilities fees shall be deposited into a separate interest bearing bank account and used solely for the
purposes of paying for the costs of installation of off-site facilities, including repayment of loans
obtained for the installation of off-site facilities that will benefit the entire water system.

(H)

S:\\Anancleve\2D15 CASES\15~0ZTT A s Waler Co. CAp\Selllsmenl\Qff-sle Facilities Fee . White Tnnk.doc Page 8 of 4
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(L) Status Reporting Requirements to the Commission: The Company shall submit a calendar
year off-site facilities fee status report each January 31$I to Docket Control for the prior twelve (12)
month period, beginning January 31, 2017, until the off-site facilities fee tariff is no longer in effect.
This status report shall contain a list of all customers that have paid the off-site facilities fee, the
amount each has paid, the physical location/address of the property in respect of which such fee was
paid, the amount of money spent from the.account, die amount of interest earned on the funds within
the tariff account, and a list of all facilities that have beer installed with the tariff Eunds during the 12
month period.

(K) Fire Flow Reguirerpents: In the event the Applicant for service has fire flow requirements
that require additional facilities not covered by this tariff, such additional facilities shall be
constructed under a separate Main Extension Agreement as a non- refundable contribution and shall
be in addition to the off-site facilities fees.

(J) Disposition of Excess Funds: After all necessary and desirable off-site facilities are
constructed utilizing ftmds collected pursuant to this tariff or if the off-site facilities fee tariff has
been terminated by order of the Arizona Corporation Commission, any funds remaining in the bank
account shall be refunded. The manner of die refund shall be determined by the Commission at die
time a refund becomes necessary.

(I) Off-Site Facilities Fee in Addition to On-site Facilities: The off-site facilities fee shall be in
addition to any costs associated with the construction of on-site facilities under a Main Extension
Agreement. ..

ARIZONA WATER COMPANY
OFF-SITE FACILITIES FEE (WA TER)(continued)

Page 4 of 4
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cnu'Jr~.¢"§ccfo§¢ǹmamma:man ____<r|-
N 1-

cm
r -
===-1
N
t -
sq
'WI'

es

'8mm
8.8
Qtr
D..

§ 95§ § 58
S m vv~48885=8
E n

8as
cl
N
LTN

coca?Ra ca
"2
m
of
rean
N

n

5; 8
"Q *Lon asQ m
In toIDN

an as

8
39398989398981-£Dnv-1QW'Qt\-m1nrocaca
!-M v In wr d cd'NC'0l'¢¢'J1--q-p";

g
Q
as
N

812Q
Qo

~<ro>~ Inc:r~
~.==z"fz~.==:<==» -n m m o m d dvo:

9
m_
D
1 -
ca
<5

Q
ca.3
9
CD

en 9?

IH
.92

'3
E

.98

g .

E

m
an

l~ o 39
r~ O1-

.:nU)
'Em

'Umam.-as"-8nr: u.
4 5
>\
m
Q .

Eo
c.:

3
8.3am

E 2°=m a

*l
:Io
O

WFQBIWD1-
§ 8 § 9 3 8 3
8§a§8¢z

If)m
Qr--1-
"1coc~4

N P*-=r r-Q 1"-
m r--c:> N
nm n.r-N

I-Rx
'7*!r-N

GJo.
aa <49 vs ea

9

In v c
4838885Qp!!! ,;1_
§a2m§um

U)
91(DQ
"1cmN

N
aq

Q
m

m

8
3 m

832--m
> U}Mms
org
_Q I-

8 ea he

9 \ I I a

8§

83

so
8 ?

»BE
g
E

§

u12C g P-
.g: m 46
Ts .E com
E a v

'u £0ZN  - -

#mN co3 m
N Q
r* T '
1 -

8
-=r

q-I
CJ
' p
\-n

iF"1*
GONN
=».2,

m
a n

.=-2
o

99

m a as m N nom

Q

|...
8 m
>-.53H COanMn:
I-

ragasesg
5383885

r-m
sqmcm
etcaN

t-in
*z
Nin
Q

4»

E
3: asm 55 : m
> QS< 2

<:~=roo:t-oacoczaono@C\J1"tN~1*
Waco M a i

1 n 8 w  9
~==> .<=a

m

an
m

I we
an
05
1'-
m
1."

ca

-Q
m
¢D_
Vu
1-

m m m ID
in 1-9 1-- F' co Q
Q_ 1"_
GO Cal
N

;~r CID

: Q3 P  §
> c nr:
< :I :xZ N

cmm "a 1.
9 |. as
9  3  :GJ

1-
F)

R

1... C
m cu

cm*  m
as D!

l
I

-  R ua s  8

ea
a:

: as 8
Q i. 'ft

4-8
'T
o

. c
u
-¢
...a
Ea'
re

, E

858

8»..
5283
=s.~;
< = 5
8"
E 83
" E l

<4 U m

g9 5
_  G s

=`g = . _ -§a§§§§§
8888388
i 1 a - 3 8 - -3258288

.3
53
o
i-

'aan
8 *$
:  aan
Q) GJ
nr co
m dl
3  3GJ U)c  >
E 89 .__

E 9-

>
m as
n o  8
`3 an
9 6  5 8
E S E
|- cm

8.9:oas
-5w4

<

N

Q-"C\IC"J*$L"}LDt'-COC§C}*0~lC"7 LF}©¥'-UZJCDDv'F4C'9T!U?CDl-CCGJ©1-{\Jt'}'¢Lt)(D9*~Q3GJCD1-f\IP'}'<tU )̀-\-t\3C*)~q*l.0£Dr~.CQCJ}e--r-1-1-'e-9':"'1-4--l"4CNI£"~l£\IN(\IC\IU'~I€\IC\l£*>C*>F>£'J99C'IU3UUf*U(*) "¢'¢"Q .'Wf"C!"§*"§"9H3L'}LOL.C'lQl0

at!

81

no
1:o:L:L:tm

3

cm



D 8-£ 83:0.3
LE3° "r::

8 8m 8
=£»-8i E
3 2

cm

>~
2
'5
>

'6
.E I-n
D- *.b.

§

5.

Q

Q

9

Q

3

:~

2.

8

E
g

_ s,
8 is
3 Ea
8

38
8 4
83.2
s

=»£
n  8 0 6

'=a.§=°
E="?'D""f,q2 3 -

3 as
8

u. an
Ia 84 :_ _

-'Eagoge-3<
KD

s.

8  en
> -  2
* '  I U
mea m
t -

3mm
3 8
8 rr
LL

~+

us

w

co ¢
P F)N m
I* m
N mm_1'
an

Ia

av

ea

m ea
v r--
¢`~£*.
* O
m LID
u _cs
N
1-

euro
:too
ILa_c:>_
com
a m
u:_=1-
m

4-444
N co
I.r> q
co 4
o -4-® -iv

88
=Q~.

' 88-

ea

co a
F- P
:Q co_
co r-
F- 1-
98 no
1-
1"

#as xx# #as $888 $8 $88883§ 83§882§§w33§M§38388838
a;° ssas~° ° sa=z;s=a° :a° :s° 9:s.~9

m 4
1- N
o cm
m m
1- 1-
<~4

Ia

$39883 ggggggaegggggggggggggaegeggggg§ggg8;3g<;;gg;89;gggggggg
§8° '&'8"&3° ° 33° 8'&§2° '° '2~§° 8° 533923

N W as r-
I*- N f"- o

| N N o> of
N co q O
m m r- N
GO P 1- N

m D of r-
co h- m m

I :vs_ |--- a>_ c:o_
If) N 1' t"'
9 BE |"- P
UDF 'p N

» °- #. is l-u..
D ug m  Q
1* ID 05 II)

I  Q  ' Z  v o ==z
so Ra £\I N

9 8 === 1-
I *. Q 3 r

r- N co o
N CD CQ 1-m N N m

8  m  m  o n
ID (D I-D

I m  m  m  n o I
U) C*l

8 co 8 on
1"

1- r- *Q N
no m m Sn

I |°- N 9 1- I
m N m N
m 1 F U)
1 N N N

M lt-- 1- U)
1" N "" W

l v_ |.n- 9. n. I
-4- m !- v
D  v  q  t -

I

I

" 8
| | 8 8 |

we

I

moo
cum

' Q a q
weno
I"~l-F)
w a s

8 3
I ea N

m I!!
t- In
F) cc:

1- m
In m

l 11 n.
v co
1- I*-
an m

tol of 8
'
f* cam N
p N

N (D
If) ca

I :Q sq
GO P
no m
~¢ m

no no
of ct:

I <==. ~¢_
10 ID
*  P -

r - Lra o c Lim If)
r-a::mr-cf: 91" an

' F_ ( _ ' @W_ '
~=r aocol.nn :vo

1"-p P- 1 ' F

zr>c~I~.1'--co
1-1-¢"l£DCD

8§8""8-q¢DC'7I"-I-fJ1"
N

€\lCDCD(DCI*I' q m m m m

N

`8"g88~~ 3 8
' © W N D * v N

l - - r - a u o o m U21-
r - m m m m N

W Q"
ea

33858
""1'* l'Q*"'£
*N883
G 5 1 " N p

1 = ' " " ° " :
I N ~ Q " M t \ \ '@ _ ¢ Q @ p
m

ale.
UP 1- ID
m  m  N
1 1  Q  Q ;
aw Ra NUr

ea
1-

|  Q l

oz?

I

- I a

N ea
m t-| 1- go
F) p

N

h- C)
as an
1- 1D
N r-

1-

r- o
m no1- LO I
N r-1-

l

I

3 CDc>nu'>L r > c o r - : 8
' ' o m m m w

m n o - u m m m1- ¢">'~=rc\tu:.\q-

N
Ra

* Q
m
10

m

ea
we

N
1-
LQ
:fa
m

on
x i
CD_
q»
m

as
1"

. 1-3 3 8 9 9
'~=l-_czsiuq®"q

GDr-LrJnc.9
¢"3 G>uo|--r-*1."" (DP

6 = c : ~ u - o on r - . m w r m n
"*l1": "' °*.=¢=LI"O1lD(D1~"cbwacgpcow

* 1- I-DP

coo:."~~uQh w c b m t l
' Q W Q Q

c b m c o n o o~d-a:oocr>r-
1"' 1.- W f -

m e n u c n c :

Y* UU DCDv'Q s g p q g g q
1"-* I te

U) pooh-r:>'9"1'C'3CD(D
P Q¢")CD(DCD@¢" : - 4 - c w g v

q-
4 I g I l I

§§§§§§§§3§§§§§§§§.§§§O f O O ¢ O ; Q 8 Q O O O Q $ ¢ ; Q D O

co
I I » 8 r  3 I

q-
r--

n Qo as1 Q t I a I 1~.. \ I r s I I 1

m m
r~ I-O

1*

a s s e s s sf s s s s s s s s s a e a s
s23sa8§ ai888sss8¢ sas8e
0 9 0 ° o o g ¢ o o o o D o 8 0 ; ° c ¢

I

no
I*I
i i
"|""

we
!*-

| m

mP
| l*~ i I I l I I I I

N1-

#4q"h
mI go | l | I | |

1 -
-Er

Ra
ca

n`

I

c:
caI I I r- I I I | I I
on
If)
1-

IO
coa | 1 Q | | | | I
m.
1-

ID
v~

' n.
3

1*
D' <4
D

N
I a

go

of cm
N I I ! | 1 I I I I I

I | I n a I |
1"

3 n
I a 1 I I I up I  8 | I I

m 6
h- I*
m m

© 1-
| 9

i 1* 9 l I

of?
n

I
.

I

o
au

r  r -
Lf)
N

1-
I P

P*
c*>

co
N

I m

o
.

8

so 'IH
. 8 , 8  | s e

no i i

ca
ea
go'

N

Lm
In

I  ea
N
¢\I

ca
N

|  Q
av
m

1-In

IQ
I-D

Ni
N

8

Sf

I I I

1 I 1

9 I

I I

mN
"1
w
N

ea

a
q l

9
FT
1-

in
N
Q
10m
m

a=>

9?

an

»-.
m
m
GO
in
9

l"-
N
Mn
w
D
Q
co1"

ea

1-
q;1»
92
O
co
Q
cf:
N

<-
m
F)
m

q1'-
1-

Rh

ET
m
vs
Ia
N

1
o
1"-
*d

an

r~
ID

I
1-1
v l
v-
N

1-
F)
N

89
m
Te
N
N

3
8
8
El
Ge

83
to

8
5

w -
~.: E'u D
g o .ugo CD
3 ?

m
n:

-
ao-u
M

Ov b
O n > ~
D * . Q

384 3 3
° ' >a m<8x

> - 5 * 5
as

I§i§iiiiil§§§li§§§§s!§=

§§§3§333§.§EEElllEE=s3§

:=-EEE33.8:§§33»».3-1
::8§§88EEEE

§
3 §§§55§5§

33 i 8§§'§é§§.§'§§¢=;~;§€e-E-3
E § o ang8nmu

§§§§l§i;-§§8§¥l :I8232882858593 §8§§88§8833333338 .== E  LE  c  * -
m tN m M Sn era

~llnllil ===*=*=1§3i§3§8:
I! £!1i12 888888 .!33333333ii§§iiiii .EE

3
o

|...

515
.9
: l
'U
Ar
o
w

'D en

8 ii -8*
*"\  8  ;
53 an <
--4 >* r:
vs 3 EE
Z G= anM --  Q

E
OJ
cm
"6
vo
cm
LE
LJ

3m
Q

as
.5 QI
_:Z CD no'~wrLr;<c :ncaan-:'a<r\..» :-c::~r~u>cn-l--F '.- - - ` - n m v m cn n- m m ca n m mc::»r-¢::>o=c:-

n n n n n n n n n w m m n m n m m m m v e v v v v v v v v m m m m m  4n:c">-:u'><:ar-coo><:-r~1 c~><r L.">

no

'::Q2.a2
in

81

81



8~a<===a
-»- U*".¥
* E ° a 5

Q "= ¢, . .
flu:

5'
n.
rt
2:|
'a
GJ. :o
U)

W:

>.
2
'FJ
>
E
.E
Q.

E

E

if

1--1Annn-

l_-l
-a

8

Ea>
cm

18my:
n mg o :
l l .

321

81

C*-IC*5CDl¢'JI!DOG>
©@ C ' D ' §l " §Vv " U)
? 'g\Q¢"3 l ! )QC'7 C\ l
M r - l - - n < \ I o r ~ l `
r - r u R o I - I - c a
"¥l¢\l¢*I' l\ lCD1"-(")
<~r -

go.

3989398398959
1-r-mcocorxacn
=Dr">wr~=r"~1-cam
C\IC"U¢"3¢*}1--9¢(*)

4442848
B N Q W o
QE§ ~§ C§

an

r--na-cot7~'-"Du-m o u v v o c o o
Q = ' 1- l ° ~ .©=Q o>6>l-mnaonocumm r--m r--m u m -._,~¢

888889898
r- I . N v - m l . n Q ¢ » , l
qoqvqoqcqcqcnn m uu mn ln ca m'nnmr.">-T'qm

we
Q
ca
CD
m_
m
N

W

89
n
v
m
N

*
Ql
1

NN
vs

t-In
Q

he

1"
m
n _
-q-
Dv'
we

39m
vsNN

ba
O
Q
D

cz- I-
C\ l ! -
1 -  1 -
1 *  N
ca r -
~=r *Q

N
N

so

I

39o
Qo

I

E cs ET
QNN
9.mN

r-039a-- D
Nr-
sqNN

he

I

m
Mid
8 : 9F
8 4

Q'£14

85
3
'E
(D
8m
E.9 3= F

rv

3

u
re:

£15 8
2  25  _
U anas :
L; 8
Ag ED
=L'TmL:  I

es <44 w

E
8358888

~°.- . ` # u §§=2§§§a
|"*-
N

co
o

_
to
1-"

Q 1"N CD
- QF* N(D N
1- QmN

9

N
1"-
1*
co
we

E
3
D

c.>

E
l..
GJ
G..
m
8 mC 'U kg
8 " Ru

8  2 "
b  ' U > -
2  <  + 4

8 ete t

9"ur :
cu

¢\l
3  1 °

| t t

»"\
m
m
Q
no

9Q'

u g l y

. §`6 ' *

.u=1>° ¢l
E éw

m
E a #1:092 4 ; -

1-
s-r

4-4
In
ql
91

3
ID-4

go
<92go:BCI

gon_fl1
.98
-:Gsol:L
94:.oz
9:inEm
9
o

an Er

l -
m

10
cf:
Q
aq
cr:
mQ

89
> - 3
--co
go :
+-

l~nS1-m,,~8̀ o
9858488¢'1v 2c§;".i
:Sn N N 1-N

nm
N
9 .
UP
ct:
Q.
of1"

he u=>

ca

etcm1'.El
U)

*-  E  c u
>  o in

< §3

us >~
m J:
GJ

o o c c c ~ ' > r ~
C o m o CD

coco c:>c-E» 03=r¢=
n c q q

l\l r '
¢")

Q
co

s  on
1-7
we

g
me 3~
2 3  5an 2> E m
< 8  3

I-D (D m v- c o  n
FT OF v' r"' Q (Y)
¢\I_  Q q-
c o  N
¢\l

mcu
"1eaN

»"\

I
\

- ' x i'""5

vo
Ia

m
>
G)

DS
1-r \_

5 8 2 an

' Z LE on

~.i

§8iE§E§
8838888r . : o s 3 % E o

E s sen :§"- .\-r GJ CU
-. >- E

CD : I

2
_cg
o
l -

'u
8 2
3  f u
an 8
>  C
q) G)
a:<.'J

3 3o  c
GJ m

2 .3
E l -

O
.6uUP
4J
ECr
re
6  m

R f  8
- eaGJ
9 3 3  8 9

I - - Q

381
5 3

888[_ -
s o
S 38
3 3
8 6 5

gas
'Q1-ua

3

c
m
EOI_ :Z

E

C)_!\IE'§'<2L'UCDI\-CIJC>CD**t\lC"J'¢lDCD1'~UDGTIO1-€\.IC'}'£TLl"JC.Dt\CC3G>CD\-C\l{"7':*LE>C.Di-COC¥>C}e-€*J£")<PLl>
¢ \l¢ v3 lg; t g l - . q j 3 - - - - 1-- p 1 - 1 - - - * w - - CN! C \ i I l \ I l " 4 N f \ I C\{C\l C \ Ii\ l £ "J£ "T F ) U) F7 f'DU3C*3 C'3 U¥ " " Q " < 1 " Q " i ' ' 9 " § " ' 9 " U : L * J L t ) U h'} L*

BE
2:'U
2
'E
co
@z
TZcQ.D.:
u:



88» on~<nq0C 48Wm
58
E t

<83
'~ ¢ v>:mg<'-238QUT;N -

tr .Q :a

go

E  3
a><

i--. *fa
M v»  -* iv an4 3-CJ

Q.; E an s....: an * ea
>< E o fLIJ -Q In Cb

= 4:95an u>.
° ° 62 8g Ia

.93
'UGJ
o
U)

o

.E
3

.ac

m
1 -

2

l g

§

E

Q

Qt

§

9

8

nl-n
- a
l- :J

8

824481

3
8 B

3
38

885
88.£°
Sb;

cm
as "6 '59 l..
m an E
6 .D .3
>  E cm
4  :  :z  L J

5391

8 NJ° 6
-58:9

wE.=*%*
D 8'crJz  4 ; -

Q

3 m
>-3
-H £0
334:
i-"

"in
82
88
B.

vo
U)

.EE
L J

3m
D

O'7..

GJ
u
E
cu
co
m-
o

o

s ' 3 '§§§§38§E§§ §§§iii i 33334
§l4l§3l*======~=§%§;§8 5 8»¢ 333333388

13§El3l8833l3§§33§!Es

*WIHEEEEEEElEi5iiiii

18ll §§*;8.»lll*18
-e it 321*33383 §§§!§§§§§§§§3§3§@

c w
z3l §lllEl§§§E333i

:ii'i3.~° ° ° °
N c": -¢~ ms so r- co a; r-

4 r-m co 1'-l~... ¢ s I | I 4
..:

as

n mn m
vanr-nonor-npr

99

vs

9

cs

9

8 1 -
m U)
Q ==>_ '
W £0 I'

c.~.c~ocum
q;Q_
o fmm
~_=r

N r--
P 95
N.  Q
CD q
(D F
lD_W
1*

so

§3§§§§§§§§§§§§§§§§§§§§§§8888

8§§§§§§§§§3§3§§§§§§§§§§§$3888

so1"
| F

Cal
a n| Q | 9 r s
. :
m

8
m

n oz:

co
N

I no
o>
m

| | I i

ale.
P

-
I 1 I | I m I I I I I I I

F

I

C n- . ° -ur>co|-coo>c :>- :~| :">~=e\r:=or-¢ :bac~- un
: N v v v q - w v N N N N N N N N M N M M M M W M M M M M W W W W V V q v v M M M M m w

~n- N m N
* C4 1-

| I \ I I 1 I

m  o
1- Q

| 51 1-
LD o
1* LD

N an
m r-

I  Q Q
m co
1" r-

m  N
~¢ I*
°'l ==;
nm N
1- CD

I-D N
N  m

I m 4
co G)
1-  N
m

ID N
N If!9 Q* ~u»_

:ca oar
1"  N
c m

Q co
cf: N

I ==a~.
8 8
q

r I I I | I I

I l I I I I s

I I I I l i | I I l

m

I r I l | | |

s 9 F

qmiii iiff498!11111ii3

I I I |
Lm'
T '

.8 .
8

NG)a go, |
IO FT'

8
I I a

¢*J
N

m
I co

h-
m| go |
sq»

N

9 l

cm
o

l as
Y*

o
Q

* ac

ca
N

° Mn
N

caN
| r-

Cd
N

I an
N

§§§§§§i§§§§§§§§§§§§§

I I I I

,_
as

n I I I I I t.r> 1 I I a I I I I 1 |, I I I

Ni
ID

I I I I I I l I i I I | I l I I I I I

8 § g g

§§§§;§§§§§§§§§§§§§§§

I I I I c I I l I \ l I I i | I I I

I I I I 9 I I I I I I | I I I I I I

on
N

a a l I | I cf: | 1 I I I | I I I I I I I

'd-

| | t |

I | I ¢ I

t\lt"}<?L"}Qjl_£I3G3Q3-t\;{vjq;rL¢3ggt\g{3;3;Q <\I:"v"m*v.r>

in
I I I I I I I l I I 1 l t I I

co
I I l i l l l l l l l l l l

m
\  Q

Mn
m

cm
L D

I c o

o n
m

3
38

LD
w

| pp 9 I I 1

m

1 -
i s

€*J
an
¢"J

I

I a a | 4 | \ | n

I I

2m
o
i-

q |
c o

9
m
1 "

1-
N
vs_
N

en

'Q
03

_
N
r~

N

he

ea

no
wt

co
CD
c-!.
N

m e

ea»

m
"4"
UZ
8

m
of
'*!
m
N
@_
N

s
° l
-.-
co
50

39o
as;vN

Ia

99'

3
c:
1-
r~
cc
N

m
N
fu
q
o
q

39
so
<4
r -

5;
° :..g
.S

8
et:
vs

8
o

3,
2
8m
'S
m

ea E
~241 :
E 2_  =*-u ea
w U)
9"Tmu :n
m
m

al

St

1



:-.:8c:o 3
nJ ..z.Et .

¢3§5'9o:
Ia ..E,
or>'"8
n "I* .E
.2 3
:'a0. :o
i n

*é
.2
8
3

5

Q

Q

E

E '

<8

8

. .

1-4
"3u.4

8

8 m:Wm8 2 8 9
8:*-5.<_>
a <*ll I -

8

c:I
o

LJ

m
|-
GJ
:L

n

.3"&"~

.u° >° 6
-my¢°

an:*-'
0>?'cfJ

4:IUQ.
Eo
O

' a  m
2 as
LL. 2
58 u

E

jg 3
o8 :

E a
m
in

EE
Ia an

>-.93
41 CU
m c :

i -

8en an
o .8
Q. m
2 oz:
D.

88
a .

$l

m mt-an
LQLQumm: n o4-

as

r8-"3-"
r~ r -
Q) Q) I \ I n |

UP F-.r

u%

as

Ir>r- <4m m m:.r>c::*o>
1-03 ; P

f v

co coF) 1"
*z 'Q
Q N
n_ in
N

vo

1- 05
4 of
sq |--_ .¢
w  Q r-
N  N
'4' 1 -

3939398898989N LD CJ ~»- Q Q I_n
o q c q o q q q q
C"J©Qp°-QcJ¢\l
N N we -cru-

49

$53
QQ
*.8Qu:

HE

1- an conn
F co N W

w l m 9 n
lDl'*~ |*- m
: n e o
eta

$ 8 8 8 8 8 8
r- m a O ca
Q ~ 3 3  Q ° 4
r- Q o z- Q ca ea
1" N 1 9'

N
m

r cm
ID
1-

r~
ID

* vo
¢*:
N

nm
|  co

I -
LD

\  I n
<*:~
N

D 1 -

I  Q  Q
1- UP

cm

G 1-
D  F )

I  ° Q*"1F 8

casaman
' Q Qn mm

c a m
. e a

"8

Q coN N
v- Q

we

he

~r
U)
C\§
N
r -
NN "

<»*a»

m
-4
m
low-1

co
we
n
KD
40
N
N

no
N
of
N

q
x i
UP
1-
ea
i-u

as

39O
et
QN

q
F*-
Q
r--
:Q
N

In

m
N
'x
8
<-

82Q
9
r-

N
et
'Er
we

1-
N
Q
v
we

*  o
N p
'Q 51
Q  N
v Y'*

Q
N

6
QQ

I

1- Lm
N m
(D no
v Lf)
W' 1°-

"̀ 1
N

I

39
3o

9

vo

a s

c===§
oz
N:'-
et
N

48 ca3'3
ca

w.
m

N

4

as

la

m
m
3
£5

E

83
Qi
i s

3

8

. . . .m 1:
-2 8
'E 54: =5 --1u m
go U)
=L"Tmo 3:
m
a:

N I *-
LD LD
" L
f:~.1

1" CD I-D

n I

F-
I \ l
Q
N3

u  e n
a n  o  ' -
no I... as
9  8  EQ

8 g 3'
z  o

I
I

-'E'UB

14.
1-

1
CJ

.cf
u
woz

Lu

'a 3
ES "'=§,§85§

388388
0

3883388__ -o--
8538385'8  E*

, _  > ~  ) :

" " u s  :

a wQ Q !

8 ":Jo
M . . m582
<58383
<:==°m m

s

3

.Se
o

| -

'Uas
3 8
=  6
go C
m QI
as CD
m an
8  3
m ea
g  >
m Q
" '  M
no -_
£3 2
-  o
E  I -

.J
Ea
Cr
>
8 8
'a 5
93 ahCU .-
I- D

lai
2:a'Uas
u
(D

_m .=
Cr:  :

Eu
w l-- CD

an
.E o

c

COZl*C\IC"§'¢l£3£D!'-CIDG:1-:NM h C D I C D ® ©* @ 47<£'l'-GDCDD 1' -cruucoh.mano-Fund-\ncol~mmc> ¢\Il'J*l-D1-1-"-1*""¢l¢\ll\ll\lNl\I|.\|NC\l¢\|l ' l!")8 l")l"Jl"}¢"Jl'Jl"J 1"1'9"'¢'§"0°~1"§"Tl|-')3l|'1|-¢J|-Dl1}

on:
aDD..n:
w

81

II



;bE===
3-<E .5
Lu£L."-9:

4 ,Ia ..
w & " §
g £8
2
' u

8
UP

*h-.__ as o .ac

.o
3

E

Q'

§

p nnq

8

E

E

8

»-

rv-l
an-l

8

13
82
928
4.._

D. I

s
3-u"
5"°mnc-5 .~3>-.
3 |-
8

QI
r:
:s
o

LJ

3
cu

UI

.3"e'~m 4195
E éw

go

E 2-
z  3 9

m

8  8LL
E42 uI  :

> .

(B
o .

Eo
o

.
8 al>- .-

Eu
s Hz
r-

-E
8881
15
E
cm

8nm an
D 2
Q m
8 at

D..

a
+
O

$1

v>

so

neomm
" UWCBcm

ea

3 9
cm no
M _ 1"
co ha
4-1

arm
Inc-~
='>.=Q
r» ~s>
m
N

Sn

-v m
m NU) 5) I | |
m o
ID P
m

so

mE t
QQ
ca

38§§§§§§§E8§8§§§§§8§§§§8888
8 : Q 0 6 0 Q Q ¢ ' | 9 2 0 8 0 ¢ ¢ D ¢ D O O O O ¢ Q O O Q

so

3%
we
enc:

as

1- co
m ofW W I l | I I a
of
4'

E§§§§§§§§§§§8» l§§§§§§§§§§§§§§§

I | I I 1

| | | | | l

I I I | I

I 4 I

I I | I I

Q 8 m
w N' ° " W " v l l l l l
1- Zn w
1 m N

- UD
l I I u D 8Q W I I I I s n I I I I I

m  co
Y*

32

N
I  no

Q '4-
m no on
9  N | 1*
N m
FJ iD ~"'

8  3
1" h-
visa'
m no

man*cm
' Q Q:neo

I I

-re
m

' 1 "
N
N

~¢
Vu

\ on
In

ea
<1-I N I

sr

I

I I I | | | ¢ |

w
N

I i I

| I l

| 1 a | I | s r

I | | | ! r I

\ I I

I I

I | | s | I

I I I | g

I I 1

|

l I

I

l l r

Qm

I I

|

l 1

o
D

* N
*-:

Q
onl I m1".

Dan'cov:

C!
on

' wr

D
o
ng.

Q
on

| -4-

I r \

we
| co

8
' o w

IN
ea

| In

§§§§§§§§§§§§§§§§§§§§
o v o o a o o o o o o o o o o a o c o c

no
| cy

m| N

§3l§§§§§§§§§§§§§§§§§§

ll"\
r~
mI \ -v |

I I 1 4 I I I I I I I I s I I 1

l I I I I I I I a I I I I t I I I I

I I I I I | | I

a I I I I | a | I I I I

9 r I I I I I I I I I I I l | I

l I r I I 4 |

I I | s I I I I | I |

| | | a

I I 1 I I I 1 I I I

s | I I I I

I I I I l

1 I | l

I

m
D
cg.
Lf)

e a

he

no
1-
*Z
a
-u-
'=r

I:4
so
0)
et.
92,

vo

ID
cs

89

so
F
9 .
Ra
m
we

1 -

wN
m

co
m
n
-=r
D)

BQ
m
* .
1"'
N

gr)
FJ
"8
r -
m
~4-

ea

q
1-
UP
m
co

39
m
'E
qr-

no
8
2

:=»
to
m

_8
6

Es qE -
*Hue
8 8
m c
UFL*
ea*'alano..
wen

Ia22:
9.13
:a .m
o n
b egr.

N

3
u1:.:Dm
m

HEea=8
8 2
umM
n.'j

:
n

| \  O1' N <'man
co
m I | I | | t I | l 9 I l a 1 I I l r a xi

EZ | | 1 r 1 l I : I I I I I

- 41ea o
=°  a 8

> E '62
<  Q  o

m fua-==° I I i | r I I I 1
r -
we
co

I
1

o
.8
E
G]
UI
u.
o
anm
_cu
CJ

.9 o o .§
'18 u

866~"u Se$5M »a t<53> " ' u

2888`6
: S n» ';

S!

I-.-»
cu-

s ~*cg gag-§ se§ §
s  * 3 g
E m i l m m m _m

sss= 8 EYE "ea 5
'i3¢9E:E§§§§E&§6:&3333§ "

._ : - *mcu'- _._ _
Q)

.E =0¢0m":E. . -

U)

n as 5 § § -  - - 3s§§§sS1-z3:z:é===§%%=

*§%£3§E 38333§§§§§§§§§§
nun ~..s§=:ss=cm vo Cr:

o O
.8

vD

2 2 §
s§.*.;§l§l8s§:§.§:§§§€.'g.?l
glgglgi3e§§§§§§§§ 3§

g 3
3 - 83833 @8@§§§§§§§

33. 333 3333 333
333333333338388333333333333£13 __m

3
o
+-

z  L U  -
F'\5» (U

UD 38 >- 3
(D -nu

GJ
' < an an
2: as U

z  a
_J Z - 'n if: -=r In as r-. co Q o-=-m m ¢Lr>cor~<: :m r : - n m v tn zo h- m m ca r~Im-u1.r::or- sac:-¢u:¢~vm:or--maze &'§l{"51l»Bl\IC*llC\IC*\l¢\Il'\ll\IC\l¢'*»ll'*II{")l'¥l'3l"Jl'7C'D!'Jl'38U3":l"¢'q»~g-l¢.*V,r_qru"Du_JmhLn

5U
9
'E
on
5;:
:o9.n.
U)

3

I

1



E r: .83

.43 3 '2,*n:
3 8 85
cm LL 3

5

J: 5 "5 4:
-ii E'
2  2
: re.
*=' 2
9 8ugo U]

mu i
m
n:~.

.92:'DG).co
vo

8988939893939
I*WJCDCDCDCDCD~4~n4c:":!c:;r::1n
1anc:>c:>c:c:=c3v-r"- q-1

8
m
*W
-wrti

39o
qo

Z

*.a;
-<1-_Q
a m
Wr-

l I

4"4
CJ r--
m an

I -q
W1-
61
l*)
co

I

- a4.

E E
° >8
E s
34:
-5
cm w Ia

Q 1-
3 m I I

E  8 1-
F) F

o ea
no N

I :o_\.n
if:
at
I*
r-
CTI
we

3 3
1- (X)

we 3
10

<1Q 8
gr) o
9<-
QI-O

*8 UI
8 2:Lau
in c
D..

Ia he he

g
3939393388898 9 3 0 0 0 8 3
cqmqcqcqcqc:-<1~c:>c::c:c:.=~=|-N N -=r

89
on
*t
1-
N

23
3
D

Q to
co NI I I -we I

Q

8 8
Ra Q
m`c5
(B :*>

C D
m

n .
w e
c m

n

D
4

28
£8"is
E
m

E
8 D  N

of mI :Q S-D
LD
o

Fe' co
ca  o
.t*£

we N
m
Lm

coo$o on.Nm
E 33

o. £0
QI!
D.

F N
ro  r -¢q LN I I

-ca ID 1 -
r-  Sn
U) 1-

1 -
no
N
LT

c:::
D
O

E
L..
m
Q..

w et 09

|- so
N  N
Q *_
(D m
ca N
UP 1"

I I

o  1
D co

= c\l_u0
1-

4

U)
1-
Q
Ra
m
v

1-

3

go

9
E '85

9

mGJ3 n
GNU*>",,-59
8 3'U

as I-

8 so ea
0
8Uan9-
2§o co

4
I n | a I

*
no
m
Q
SE.

I
mal
3
i i

§

92
:E"*° 5
E 39
Ez<c-

E r

r -  c o
ac: cogo go s r

cc we F
p'  N
19 1-

D Wt '
D co

I N L O

89

co

p:
Q
wev

1"
CD
v '

aq

Q

884: cm
>- 9
-I (U
g o :
1-

9 ea

g co
o> 9
i n '

1 -

I I I
CI
\-O

| 1 -
l"-

U)
o
CJ_
LOv--1

9 ;

3-'w415
to;QE

1" 1-
r- r-
ID

'ET 1-

\ I I

v\
<1-
no

E

q, cm
as o  3

3 8  EQ
8 ET
< :: 3Z U

~s _g

~T
o
.cf
u
Ia.4

< O an

n

8-H •
ET z

29 33 .

=E=95=>3
8 8 8 8 8 8 8

.es

.53
O

P '

m 3GJ ad
:  caC L-
an GJ
>  :
as GJ
m CD

4:
3  :
o  C
an fu
g  >
go G!
=  M
8  _

E .gE r-

E
c '
of
>°
as 8
m z:
'as 9 o
ea an a-
=- n:m .....
I -  D

if
.9
:s
D
as
ca
in

8 : 38 3 8go
m 38
829

88
§ " ~ a;3=0 2 9

- E8 :
3 :

:Hz
m
t o CZ* MMW©®D wvu` . .nmvm© mm+ - - v-£\! » © rmmD9-¢\lC'7WLD¢Dl*-8539 mn-u-l.ncor~:ocna nm-:rmra

g o

o1n.:I
U)

I'll\

81

Si

LU
»

LL

I



1 :

28
38
°=-a
' D

83
mm
;_-2%
88
-14°'4\
1 93
83

3.
3

:u
m
n
m
u
ea
n
:
m

E'
'cm
B
o

3:
:
In
m
3
u

8
g.

F
sq

n
Sr
G

F?
E

ET
8

cmm
3.nm
O5
9.n
m
-|m::.
:n
a
:rm
m
Q
o-h
aw

8
a-\:s
Qo¢: 'o

:'11
o9
m(D
3.n(B
0: 'm
8
(DIa
wmCb

Unum r.n.h-4.a.h.n.>..h..a-.a.:»wcowr.»>u>rJowwc.awhanamwwturuharuru -L com-.am .4 r-0188801C(D@'~JG)Lh-£.» JIQ-*OC.D@~IG1U1kb)I\>-*DCDWWGJLMMC9!\>-1D<DM*~iG5£JIh(a>!\)::é U! can:-~*§3
m

in
O
: r
an
:L
E,
m
x

4In
O
o

a5 .

8
8

so no N -s
m m UP m
Q Q co co
.4 a. UP -A
-4. ms CO Q

co co
m  :D
w no  Q N
(D up D Cs)
cm up UP D

§44
9  p  g r  s =
UP UP m -n
8 L GO -L
cm UP co .L
--L -»  ° -I 53

LD co co
co co (D -L
co (D cm -k
co no (D -|
fn co LD Ia

pac'.>par~:l\.INll\9-*8101019cococotv:accord

:Q :Q :g "!
in ro cm 5"\ "l "4 ""l
- n  4  - I  o
8 23 :9  Q M

Ra

en

ea

Ev

1*'
U!
w
P
o
D

ea

mA
PoG

is

ea

CO
co
s=
o
o

§3
: r

: J
m
m

ID
8
a
2

ea co
_co 5°
cm no cm -L
w  (D  m  m
co n o  o  C

4"-4-\
s=> :=> P s=~
UP it m -L
.4 A cm -.L
UI 01 bl ...L
-* - °~1U!

cocoa:
$9."7'§¢*"
t.:>u:<9c:>9 4 9 4 0 9co co ao ca

co pa go -L
m on U1 CD
o o (B KD
4 A. UP .4
.-x -s w o

9° 5.4 p go
M ro N -n
iv 01 cm G
co up (D !\J
Q o Q cm

- i -4 -I <4
(D m m m. -1 . -»
11 -1 -1 o
8 58 3

m

in

as

as

.A
N
ea
P
o
D

ea

-4m
Poo

as

vo

.as
m

5 3
C
o

:u
m
Q.
CL
m
E.
Q
9°

3

Q  9 3 3
UP cm m -4
4  L  Q ;  . L
Ia cm w
...A -» °-4 03

coco
9 5 °
c o m m - -cocoa» f:>
cocoons

s» > cm 9°  -
on on Ur co
o Q  w  w
A  8 UP
-n. - L  w  o

w w w
.5°,'95°
corswcncncocout(D¢.D¢.DC2l

s-s» >s->.~
i\J! \3l\J-*cncnvscn¢D£DCDNl c o c a :

--I -4 -I -I
CD m CD CD'1 -1 u- "l
'n  -1 -I o

3 :8 3  c cm
m

e a

es

as

u-\
- s

3
ca
ca

as

M

an

§8

on
o
s=
D
CO

:uQ
w...nm:
8
23
3

1--.4--.
p  P  5 :3  P
UP UP m .A
4  A m -4 .
UP UP as ..a.
-»  4 ~4 on

CJ9 Ld !\.> -ll
m  m UP co
o ca  no co
A  4 UP -a.
-l~ -* LT  D

r->s-»=.=»>.~
l'Ql\.§ l\J-*
o1u1u1 Q
ggggggpg
<:>c:c:>m

(DE)
595°coco-gpCD"-~.|0|c o c o c n o

¢01.D 1D
$95-98°
cococoua(D1LD€CJ-*o w c o c n

: i  ' : !  : I  i icu au co m- |  9  - \  9
-n  - I - I o
8  A g 3-s as

e n

as

as

ea

<49

en

UpUI
P
8

8

3
8

m
P
QQ

9
3
8-

no
o
m

mE:I22
8

ID as
5° _ea
co co ...L
cm (D -5 of
co LD ro N

no ca N 4
of m UP (D
D  O Onono
-Is .n us --s
-* -- W Q

Q  Q  3 3
UP 3 m -A
A m **
m UP us .L
-.L -* '--I U)

P' S* F** pa
N N N -#-
UI cm UP o
co co w N
Q  Q  Q  m

w w w
s=>.==>s°
w w w - -w w w wCDCDCDCH

:! :E :! :'!
m ca m co"1 -1 '1 '1
'Tl - I - I  o
O 5' 5
8 3 8 Ra

_a

40

es

an

an

en

en

3
8

:u
m
Q.
9.

3;
9
9°3.

S'r

roUI
go
8

w
UI
9°
8

(D co
_co 5°
CD m
(D CD UP -4
(D m U) cs:

w w w
a p p
cocoa:
£9CD<DC.D
¢.o<n:oc..n

-4-i-1:! ..":1:!jj
- n - i - 1 0 ' l ' l - I - IC )

s83<»  _.8§§8

9 3 3 3
U1 Ul03-Lin-l€lU>-.L
m u m - »
-» -» -.non

a  3  5

to m UP (D
Q o  as  w
4  M Up
--* * UP Q

9* S* w !**
N hJ N  - A
UP UP UI Q
(D m cc: Ru
o o  G  9 3

am

en

e a

' i
-.1
go
ca
ca

ea

aw

3
8

G19

_.N
9°
8

:u
CD
Q.
Q.
CD
3 .
.31
up

8

pp.
F =  9  9  9
U! UP m -L
.4 .Is m .4
UP CTl w -.L
-* -.L °--I Up-.m

C.\>C» JNI-*
co oo rm cnc o m m.l>..n»cJn-»
- + - c o c a

(D m
5 9 5 °
LD Cr:
CD co  w  . s
co CD UP o

w .cs 9°  r~=
ha N no -A
UP UP UP Q
co cm co ro
Q Q  :  m

no co co
$9 _co 5°
co co :o
(D LD m UI
co us co UI

en

en

an

Q

w
PDG

en

es

-A
.L
go
8

m
PcQ

m
2.n(D
a
8

¥

8

Q s= P P
UPUP cm .4.4 .n» as -
UP UP Ia -A-.x .i -1 m

Cal °  N  - L

8 §8 o:D.4 Lm
-L -»  Ia o

no co
5:2 5°
ID no
(D so -A
no co  w  m

549-Jpa!u
In}l\Jl\J-*uno1c.nc>m c oc omc a ra c a s

(D m go
595°  5°
co CD (D
m co cc: so
(D (D no UI

938i 8§3§
Eig 5 Sis:

el

en

9

U!
pa

8
an

. A

F "
o
O

vo

co

L
go
ca
c:

.A
I3.

9

pa
m
m

m
5:
:

z
8

-4 -i -1 -I

Q  2  3  2
:D m m m

LT h) ...L -s
of U! Cr: Ll!
D go no on
4 UI .4 m
..a. Ia D an

E  :  2  :no E Ia aT
UI

(D
$1:
cogo .4 4
(D no O .a-

A g 3m :T ea 3

Q.
D..
cm
9.
8;

9
+-

n

s
an

ca
P'
D
Q

nu
m

4-4.44
go 9 9 QUP g) -L -5.
A m -8 no
UP w .....| mx m -»4

pa Yu -.L -L
on UP (D Lo
ca no no m
.n-. UP -\ as
.-\ a n  D  m

p u m a

§s.9s°. " g
3  a
? 3 §
- 3

§
8

:u 8
CD

m an
ro ix: ;. 4

Q o m co

ea

m
5°
CD
(Q .L
co to -.4 Ru

w5° 88
no no
(D no
co co D Ll)

=1 j  :E :1m m co Q'1 "1 "\ -1
'n -4 -4 Q
8 9 2 =. , g D (D

a s

H!

ea

9°
oQ

an

P'
Q
o

<9

N
3°D
Q

UP
a
x
w
3
.L.

: r

:J
m
2.
ca.
3;
§

O:J
m
:1

CD

-.
E a
E n :

a

1:
Ra
I a
ca

a 4"4.

c)
E..

%:"u-££'."I
8 8
co c3 i n
CD 8.
3  I

o:rm

as

8m 99. Ra
""0 rn
cm
83 a
$38340cm 3
== 9* cm

ID

Q
m
UP
m
o-n

E?3.
3

"D

:.-.1m
m
mmnr
2CD

3

9

" l

4.

PP
h-4

3

3
- 38 . . .

8
3
<

F-U
3

§

E

E

i s

E (D

§ ¥
m u m
¢n95 m
v 8 9

n
we

9;
839
§.'é 8
2131>

88
3938841
82"
Q48

E*

q a.  <1

(D fa
m Eu.. 3 no

"aw

cm
n
:
go
D.
Q

(

Q

cu



i i
2:|pam
'S
m

n 4:4 05 *

8 8: 3
c  o  e a

L M  g  e (  M

' 6  3 ,  ea
cm nu 8
l"'J D..

8:IE

D .
nm
u
no

M r

ax
'5U42. :o
CD

8888
m

3
83

s;.>,Q====>

4-4 4-\.
co r- * v'
1- cf: LD m
P aD 'T 1
p w m ID
3  3 :  o

n-CD ¢'~ 1* w-
1- m I-D£0
F <o 4- '4'
F :Q m =Q
ca o Q o4-y iv

3 F - " - -

9 8 0 9

c o  r -  *  *
F CW I!! LD
1- co *Er 'Ur
"1 :.q LQ 'Q
c : >  o  O G

!4 n
(D l*- 1- F
P m m 9
p- co v
I- LD LD m
Q o O  o~--r

iD h- P !-'
1- UPID ID
1' (D W' 3P et Lf)
ca O  o  oan --I

M
(D i s  1-  F
v- 8 I-FJ I-D

* . "9 35 8.
o ca 9 csa.:--r

a"».¢-~..
¢ D !*- * F
p (u) l.r> ID
v' LD W 8,
Q* et ID
c : >  o  Q Q\_vm-r

ea w u» 49 ea en as nm w

8

D FT 1- F1- LDW 8
Cl ca O
°1 \n et <4
1- N 9 F)

O V) v- 1-
m we '4

m OF Q Q
63 '~*? et 9
* N €"J cm

O 69 1' FID q 8m m Q
Ge LQ et q
* N cy: n

D UP * ** iNW VUP 93 o ca
° ! sq Q Q
1" N m on

Q of * <-
* IN W W
m GO D Q
92 :Q °=! 9
1" N m cm

8 C*J 1- 1-
P IN V  V
GO c m  Q O
GO 'Q °=r et
QP N  F J  on

G V) Q- 1*
p' LF)W 8
UP m ca
UP Lo Ag et
F N cf: cm

O F) 1* F
- ID W 8
m CO o
° '£  lo 9 9
11- N m m

D  M  *  1 -
p'  ID V
m cm Q D
GO *Fe Q Q
Q' N l*J UP

D C*) p' F
T* IOv 'Q-
UP m o o
93 "`2 sq 9
1- N m Ra

8
fn
§_ Eea
m'uE
E° '"'we884Q CD

Q..
§@»~Q -8

nr as Sn

m Ru M m
E  E  E  E

an an he et es Ia Ia

Q

E
.8
o

* E
3 2

m
Qc:G.

¢c>r::>c>¢:>:vmmcnORDLDIO
*-=~!<~4=~!:umm

CD Q cs: o
N m m GO
o an 10 m
*1 *"! n. n.
N m m of

:soonmamma:-::>1nxr>u>-n¢~4c~ !
n m m c f :

CD Q D D
N m m 0)
O nr: 10 LD

~. N ~.
N m m m

c o  D  c a  o
Cal m m as
Q 5D no In
*- N n. ~.N m m m

co D Q o
N cm cm m
Q m Lm an
v  N  N  N
N m Ra m

n o  Q  o  Q
N cm  m as
o ID IFJ IO
W ng ~. Ag
N  m l*3 co

ea

co o Q aN m m cao ID LmLO* N N N
N m cm m

n o  D 9N UP 8 m
o Lm Lf) I-D
1- (NI CV N
N  r o  5 3  m

ea as an GB Ia <9 es es Ce

Q

Ra 10 m O)
'p  U)  U)

Q  Q
cm cm
an om

m o m cm
N m ea

UP ==a
GO U)
m c>

m m m mr o m a n
Q 44cammas

vxazncnm' Ag
a n ;
m m

~¢ D m cm
N C\I m m

1* 0144
Uh GO
UI U)

oocsacnm
"Q-1:cnmo4 cn.o1

mm
man

u'>l.r>mo>
r-r-a>cn

c-'acn_m_
casa
cum

o Q m m
an Mr) m m
9- r~ Q Q

m OF
m cm

ca cn oa esn
Qr cza m cn
N  4 4 4

q " 9 1 5 ;
m m

l-Dm an C)
1 N m cm
m r- ca m

F' UI 51
m G)

' E'U ozGJ
8 8
8 31. G)

h m m
m
cm
E o m m m

1- GO m m
UP m Ia
cm U) G!
m m G)

CU
8 8 8 8 in o> m Up

N  m  m  a n
.m m as
cm m ea
m  m  m

Lm  au  8  m
10 UI O)

cm m ea
m m  m
m  m  UI

m m  m as
m m GO ea

GO G) ea
c:  m as
m  m  m

l~L')U8 U55l
o u a u c n m
w m _m_q

(3)0153
cnoucn

I-D cm 55 8
1-°  aw m
of: Ur ea GI

UP cm C)
m  m  G)

o m CO m
IO m m 9)
co m o> U)

m m O)
m o> UI

o  m  c m  m
8  GO m  c a

* GJ_ Ga Ia_
v- GO GO GO

m m an

Lm au m CO
r- m m m
~=; QQ Q
1- U> GO U)

m cw G)

>-.
.92
E

9 9 ..E
LL

4-
c:
GJ
m
8
D.

'65
>
o

4 :
m

8
m
L..
m

| -

Q'
as

3 8 8 3
. c oCD8--4 .

2 w .9.Qi - i - - l - 1 -

as
on cu "~ =  8 ;  3
O I- t- u..
5 \_ 5 \...
go .so .Q .9
|- I- I" I-

an 81-
O 1 - I - u .
$ 2 . 9 3 3I - I - F - i '

U)Q l..
8  o h  8
O I- 1- u.

E .58 .8 .58
t- |.... t- I-

as '*"".= 8 E  3O1-+-u.
2 . 9 . 9 . 9l - 1 - i - i -

a>

°s°°§== .EO f - I - u .
w w w w
t -+ -1-1-

825 | - 5  L L
8 . 9 . 9 . 9
I - 9 - l - P

GO
m o as  *
= 3  E  3O |- b- LL
\ . .  \ . . . .a: v oz GO
t -  4-  I-  | -

8 n.g 3 3.: oO I- I-u.
._ ._ ..._UI oz 4: w
!~ |*- P |-

2 3 8 3
. E D

O f - i - u .
a a m r v r u|-\'-|-I-

'U
as
:I
.E
"E
o
3

8
E3
E

8
E!

"

o
qon

us
E

o
up
NN

ca
Q
m
"4*

CO
Q
N
r--

<:>
Q
-Er
we
1"-

cm
Q
In
N
N

5
l l

:'5-
so4

8

3

O
an

E

o
q
D
lD
q-

o
Q
oN
t-

oz:
==:
IO
m
Q

as he ea es he as 9

9-
as

*
4:
.Q
:1
CI

8
m

.8
5Q

~=z
1-D
N

D
Eng
r-
oz

o
'-Q
04
co

69

o
q
LO
N
qu

o
qocaN

o
cg
Q
ca
-4-

ca
q
ID
N
ID

ca
Q
ca
If)
~.
p

o
q

~'

o
q
Int-
:Q
N

*5
' ucv
3

as es

W
E

es as he cm Ia w

E

8° 8E 9 5U  3 8
asE'38_cn

D
v3 8 8 2""' cm
asQ M

'Q
m

821
mmg m
Q.

ca
Q
co
F

w
Q

~=:
D
w e

he

ca
Q
D
no

o
Q
noN

o

Q
c o
I O
Cal

ca
co
D
o
-we

3
§

o

Q
¢:>

3

'a
u::m
|..
m
E'm. :
U

an ea an he £19 as as

Q

Q
o
m

Cal_
l""

h e In .3
E
ea
cm
B.
:1
o|.
(D
E
2
3
g
wQ
0:

'ES
c
T

11-

9 5

m
m

>:
Ia £2

.8
ed)
w
~5

Sn:

8
3
8

. c
U
.E11-°

. :u

.E
:8:

. :o

.E
N'

.c

.8

.-s
5
.E
46

8
. c
u
.E
c'>1"

no|-m.:
O

UP
an
3
C.)

E
Ea
O

"5.E<1-FS
86E
'3
c.:

3
Eea
E
E
o
o

is;
2
o
E
E
D
LE

3

8
as

E

E
o

c.>

33
'clm
E
Eo
U

. :o

.E
4
3
8ea
E
ED
L)

3
8m
E
ED
U

.3u
m
E
Eo
o

E
8m
E
Eo
LJ

m
.Q
a
m
(D
1.
o
LL**

8
=~=883

. : s8321
In;§a;3S'

n 539 :
<83

03
.E <>!
_ z

@*{\}¢"?'<?lDLf.}I*-COU?3-C'4UUWU3(Dt-€23DJC3-{\JE*5"5.*L"JLD1'~ 2U§2*f~\i{"3'=l'lIDLC>!*-COC5i©*f~\it"J'€"ll'#
(\IU§ LtJ(DI\ v-1-v.-Q"» °¥'*<--*.*Q E\l(l\lE\IC\iC\i0.lt\IC\I{\JC"\i!'JC"JC*J{'¥l"'3CW€'Jl""2¥"2t' °T W WI»IJl"}LJI~.l)L"JI~U

ID
_g

ea

Q
cm

.:
E

(D



ll

- 1 cm =-
.Q as
L; Q I  95

3 D £ 8LLJ _,go
M
o> cm

(IJ Ru 8
if: D. .E

i i
4:
:

9
8
cm

:E
2
u
.8ow

aas
8
x

DDQQ
¥Z'.99"`
cr.c:5q8.DDCJD

m m m Eu
E  E  E  E

_

ocaaca
9 2 9 4 9
9 2 9 9 9c>c>c:» c:

cacucao
x $ ' s ' -1|'
QCQCQ9
r::»c:><::»c>

D D Q o
n 9 9 r~»
Q 9 <4 3
D 9 O o

o O Q Drt: 5; r- t~'4-
Q? Q Q  3
D Q O Q

cacacaca
" ' 9 ' $ " -wr92999
Qcacao

CIDCJCJr--r--r-1--nwcumN N N N
c:>r:>c>4:r - r - r - f -N N N N
~.~.<\!~.c:>c:>c:c:>

o Q Q Qr-- f- h-N N N
d d  6  6
N N N n.

fn As UP as in v>
-v o o o c a

mm::~.~.N
~Q~Q'Q'-"2
N N N N

ocacaca
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EXECUTWE SUMMARY
ARIZONA WATER COMPANY.

1JecKET NG. ~W~61445A-1;5=027'1`

Mr. Ablmah's testimony supports the adoption of the Settlement Agreement
("Agreement") as proposed by the Signatories in this case. This testimony describes the settlement
process as open, candid, transparent and inclusive of all Signatories to this case. Mr. Abinah
explains why Staff believes this Agreement is in the public interest,

l

Mr. Abinab's testimony recommends that the Commission adopt the Agreement as
proposed.
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Direct Testimony of Elijah O. Abinah
Docket Nos. W-01445A-05-0277
Page 1

1 INTRODUCTION

2 Q.

3 A.

4

Please state your name and business address.

My name is Elijah O. Abinah. My business address is 1200 West Washington Street, Phoenix,

Arizona 85007.

5

6 Q.

7 A. o r

8

Where are you employed and in what capacity?

I am employed by the Arizona Corporation Commission ("ACC" "Colnmission") of the

Utilities Division ("Staff") as Assistant Director.

9

10 Q. How long have you been employed with the Utilities Division?

11 A. I have been employed with the Utilities Division since January 2,903.

12

13 Q. Please describe your educational background and professional experience.

14

15

I received a Bachelor of Science degree in Accounting from the University of Central

Oklahoma in Edmond, Oldahoma. I also received a Master of Management degree from

16

17

18

Southern Nazarene University 'm Bethany, Oklahoma. Prior to my employment with the ACC,

Iras employed by the Oklahoma Corporation Commission for approximately eight and a half

years in various capacities in the Telecommunications Division.

19

20 Q.

21

What are your current responsibilities?

As an Assistant Director, I review submissions that are filed with the Commission and make

22 policy recommendations to the Director regarding those Elhngs.

23

24 Q. Have you previously submitted testimony before the Commission?

25 Yes.

26

A.

A.

A.

l HH I II\llINII
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Direct Testimony of Elijah O. Abinah
Docket Nos. W-01445A-05-0277
Page 2

1 Q. What is the purpose of your testimony?

2

3

The purpose of  my testimony is to support the Proposed Settlement Agreement

("Agreement"). I will also provide testimony which addresses the settlement process, public

interest benefits and general policy considerations.4

5

6 Q. Did you participate in the negotiations that led to the execution of the Agreement?

7 A. Yes, I did.

8

9 Q.

10 A.

11

12

How is your testimony being presented?

My testimony is organized into four sections. Section I is this introduction, Section II provides

a brief background, Section III provides discussion of the settlement process, Section IV

discusses the various parts of the Agreement and discusses the reasons why the Agreement is

13 in the public interest,

14

15 SECTION II  _ BACKGROUND

16 Q.

17 A.

18

19

20
o r

21

22

23

24

25

Please provide a briefbackground of this proceeding.

Docket No. W-01445A-15-0277 was commenced by the filing of a notice of intent to File a

general rate application by Arizona Water Company ("ARC") on July 31, 2015. ARC

subsequent filed its general rate application on August 21, 2015. ARC's general rate

application ("Application") requested a total proposed revenue increase of $6,010,408,

approximately 28.33%, and a Fair Value Rate Base ("FVRB") of $67,417,785

Following a sufficiency finding by Staff on September 14, 2015, Residential Utility Consumer

Office ("RUCO") fled an Application to Intervene on September 15, 2015. Abbott filed an

Application to Intervene on September 30, 2015. The Western Infrastructure Sustainability

Effort ("WISE") filed an Application to Intervene on December 16, 2015.

26

27

A.

II
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Direct Testimony of Elijah O. Abinah
Docket Nos. W~01445A-05-0277
Page 3

I Q.

2

3

What is the revenue increase and cost of equity requested by the Company?

The Company in its rebuttal testimony requested a revenue increase in the amount of

36,007,339 which represents a 29.16 percent increase, and a cost of equity rateof 10.45 percent.

4

5 Q. What is the revenue increaserecommended by Staff and RUCO inits direct testimony?

6 A. Staff recommended a revenue increase of 3$3,788,915 which represents a 17.85 percent increase

7 while RUCO recommended a 83,189,426 `mcrease in revenues which represents a 14.94 percent

8 ir1cr<-:ase.

9

10 Q-

11 A.

What is the revenue increase recommended by the Parties in the settlement agreement?

The parties recommend a $4,572,937 increase in revenues which represents a 21.55 percent

12 increase

1.3

14 Q- What is the cost of equity recommended by the Parties?

15 A.

16

The parties recommend a cost of equity of 10.0 percent and a cost of debt of 6.82 percent,

which results in an overall weighted average cost of capita of 8.53 percent.

17

18 SECTION III - SETTLEMENT PROCESS

19 Q- Please discuss the settlement process.

20 A.

21

22

The settlement process was open, transparent and inclusive. All parties received notice of die

settlement meeting and were accorded an opportunity to raise, discuss, and propose resolution

to any issue that they desired.

23

24 Q- Who participated in those meetings?

25 A.

26

A.

The following parties were participants in the meetings: Abbott; WISE; RUCO; and Staff

(collectively referred to as Parties).
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Direct Testimony of Elijah O. Abinah
Docket Nos. W-01445A-05-0277
Page 4

1 Q-

2

Was there an opportunity for all issues to be discussed and considered?

Yes, each party had the opportunity to raise and have its issues considered.

3

4 Q- Were the Parties able to resolve all issues?

5 A. Yes, the Parties were able to resolve and reach agreement on all issues.

6

7 Q.

8

9

How would you describe the negotiations?

I believe that all participants advocated and represented dxeir interests. I would characterize

the discussions as candid but professional.

10

11 Q. Would you describe the process as requiringgive and take?

12

13

14

Yes, I would. As a. result of the varied interests represented in the settlement process, a

willingness to compromise was necessary. As evidenced in the Agreement, the Parties

compromised on what could be described as vastly different litigation positions.

15

16 Q.

17 A.

Because of such compromising, do you believe the public interest was compromised?

No. As I will discuss later in dais testimony, I believe that the compromises made by the Parties

18 further the public interest.

19

20 Iv. THE SETTLEMENT AGREEMENT

21 Q.

A.22

23

24

25

What are the significant sections in the Settlement Agreement?

The Settlement Agreement discusses the revenue requirement, rate base and income

statement (including adjustments), the nitrate deierrai issue, tank maintenance, Arsenic Cost

Recovery Mechanism, several Central Arizona Probect ("CAP") issues, the Company's use

of an outdated Uniform System of Accounts, accumulated depreciation reserve, and off-site

26

A.

A.

A.

facilities fees.
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1

2

Q.

A.

3

4

5

Is the Settlement Agreement in the public interest?

Yes. There are several reasons why the Settlement Agreement is in the public interest.

The terns of the Settlement Agreement produce a revenue requirement that will resit in rates

that are just and reasonable. By agreeing to a settlement of all contested issues will save time

and the expense of a contested hearing. Further the Settlement Agreement:

6

7

8

Allows the Company the opportunity to cam an overall return of 8.53 percent and a 10.0

percent return on equity, which provides due Company sufficient revenue to provide reliable

9 service.

10

11

12

13

Requires the Company to use an updated Uniform System of Accounts beginning with the Erst

rate case that is Sled using a 2017 test year.

Requires the Company to conduct a depreciation study to End the most proper method to

allocate the existing accumulated clepreciadon reserve to the appropriate individual utility plant

14 accounts .

15 Requires the Company on a going forward basis to use its best good faith effort to reduce its

16 cost of debt.

17

18 Q. Does this conclude your Direct Testimony?

19 A. Yes, it does.

I


